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Preface 


The  International  Banking  Act  of  1978  (IBA),  enacted 
after  extensive  Congressional  deliberation,  established 
for  the  first  time  a  comprehensive  federal  government  role 
in  the  regulation  of  foreign  bank  participation  in  US. 
financial  markets.  The  guiding  principle  of  the  new 
regulatory  framework  is  to  provide  "national  treatment" 
for  foreign  banks,  i.e.,  to  accord  foreign  banks  equality  ot 
competitive  opportunity  with  their  domestic  bank  counter- 
parts in  the  U.S. 

Although  its  primary  concern  was  to  establish  a  fair, 
federally  supervised  competitive  environment  for  foreign 
banks  in  this  country.  Congress  was  also  concerned 
about  the  competitive  position  of  U.S.  banks  abroad  and 
the  treatment  accorded  them  by  governments  of  foreign 
nations  where  they  conduct  (or  would  like  to  conduct) 
banking  operations.  That  concern  was  embodied  in 
section  9  of  the  IBA,  the  mandate  for  this  report.  Section  9 
requires  that  the  Secretary  of  the  Treasury,  in  conjunction 
with  the  Secretary  of  State,  the  Federal  Reserve  Board, 
the  Comptroller  of  the  Currency  and  the  Federal  Deposit 
Insurance  Corporation,  study  and  report  to  the  Congress 
on 

|T|he  extent  to  which  .  .  .  [U.S.  banks]  are  denied, 
whether  by  law  or  practice,  national  treatment  in 
conducting  banking  operations  in  foreign  countries, 
and  the  effect,  if  any,  of  such  discrimination  on  United 
States  exports  to  those  countries. 

In  addition  to  reporting  findings,  conclusions  and 
recommendations  from  that  study,  the  Secretary  of  the 
Treasury  was  also  directed  to 

[Djescribe  the  efforts  undertaken  by  the  United 
States  to  eliminate  any  foreign  laws  or  practices  that 
discriminate  against  [U.S.]  banks.  .  .  . 

The  principal  objective  of  this  report  is  to  examine 
whether  and  to  what  extent  foreign  governments  extend 
to  U.S.  banks  equality  of  competitive  opportunity  in 
establishing  and  conducting  commercial  banking  opera- 
tions. 

This  report  reflects  an  effort  on  the  part  of  the  agencies 
and  departments  involved  to  provide  a  comprehensive 
and  detailed  study  of  foreign  governments'  treatment  of 
US.  banks.  Comptroller  of  the  Currency,  John  G. 
Heimann,  and  his  staff  have  coordinated  the  extensive 
interagency  effort  and  supervised  the  task  of  verification 
and  drafting  of  the  report  with  skill  and  dedication.  Steven 
J.  Weiss,  Study  Director,  ably  directed  the  overall  effort. 

U.S.  banks  currently  have  some  form  of  banking 
presence  in  more  than  130  different  nations  and  have 


sought  the  opportunity  to  compete  in  others.  In  each 
nation  there  are  unique  circumstances  which  bear  on  the 
relative  competitive  opportunity  of  foreign  banks.  Recog- 
nizing such  differences,  and  respecting  the  particular 
policy  ob|ectives  of  sovereign  nations,  some  essential 
standards  for  extension  of  competitive  opportunities  to 
foreign  banks  may  nonetheless  be  identified,  i.e.. 
reasonable  opportunity  for  entry,  choice  of  organizational 
form,  and  subsequent  expansion  within  the  host  country's 
banking  market,  and  the  opportunity  for  established 
foreign  banks  to  pursue  essentially  the  same  activities  as 
like-situated  domestic  institutions  in  a  nondiscriminatory 
regulatory  environment.  These  considerations  are  em- 
phasized throughout  this  report. 

Laws,  regulations,  official  policies,  administrative 
practices,  and  various  forms  of  unofficial  discouragement 
or  advice  are  all  considered  in  this  report  as  factors  that 
may  affect  U.S.  banks'  opportunity  to  compete  on 
essentially  equal  terms  with  indigenous  banks  in  foreign 
countries.  Rather  than  attempting  an  exhaustive  cata- 
logue of  laws,  regulations,  policies  and  practices,  the 
report  focuses  on  those  factors  which  have  the  most 
significant  impact  on  U.S.  banks'  competitive  opportuni- 
ties in  particular  nations. 

Scope  and  Plan  of  the  Report 

Because  'equality  of  competitive  opportunity"  for  foreign 
and  domestic  banks  represents  the  Congressional 
objective  of  a  "national  treatment"  policy  in  the  IBA  and  is 
the  touchstone  of  the  analysis  in  this  report,  the  concept  is 
examined  in  the  first  chapter.  Application  of  the  equality  of 
competitive  opportunity  concept  is  illustrated  in  Chapter  1 
by  reference  to  some  key  provisions  of  the  IBA  and  their 
impact  on  the  competitive  balance  between  domestic 
and  foreign  banks  operating  in  the  U.S. 

Chapter  2  provides  a  broad  review  of  the  growth  of  U.S. 
banking  organizations'  operations  overseas.  It  includes 
statistics  on  recent  growth  and  a  summary  discussion  of 
factors  influencing  U.S.  banks'  overseas  expansion  and 
the  choice  of  alternative  organizational  forms  of  banking 
and  bank-related  operations.  Those  forms  of  organization 
are  direct  branches,  subsidiaries,  joint  ventures  and 
minority  equity  interests  in  existing  banks. 

A  review  of  the  sparse  earlier  research  on  host 
governments'  official  treatment  of  foreign  banks  is 
presented  in  Chapter  3.  That  chapter  also  describes 
sources  of  published  information  that  were  used  in 
planning  and  preparing  this  report  and  indicates  gaps  in 


previous  published  material  which  this  report  attempts  to 
fill. 

An  assessment  of  whether  foreign  banks  enjoy  equality 
of  competitive  opportunity  in  a  particular  host  country 
requires  more  than  simply  identifying  differences  in  laws, 
regulations,  official  policies  and  administrative  practices 
affecting  foreign  and  domestic  banks,  A  framework  for 
identifying  distinct  types  of  restrictions  affecting  foreign 
banks  and  classifying  host  country  banking  markets 
according  to  their  competitive  characteristics  is  deve- 
loped in  Chapter  4,  This  is  followed  by  some  general 
observations  about  how  foreign  and  domestic  banks,  and 
the  performance  of  the  host  country's  banking  system, 
may  be  affected  by  different  combinations  of  market 
conditions  and  restrictions  on  foreign  bank  operations. 
The  chapter  also  includes  a  summary  discussion  of  the 
most  common  reasons  why  some  countries  impose 
various  restrictions  on  foreign  banks. 

The  next  two  chapters  deal  with  the  two  distinct 
categories  of  official  constraints  on  banks'  overseas 
activities,  i.e.,  entry  restrictions  and  restraints  on  the 
operations  of  already  established  banks.  Chapters  5  and 
6  survey  the  different  types  of  entry  restrictions  and 
operating  restraints,  and  analyze  their  effects  on  foreign 
bank  operations. 

The  mam  body  of  this  report,  Chapters  8  through  34, 
consists  of  individual  studies  of  the  official  treatment  of 
U.S.  and  other  foreign  banks  in  21  nations  and  six  groups 
of  countries.  Chapter  7  summarizes  the  approach 
followed  in  the  individual  country  studies,  which  are 
organized  in  a  consistent  format.  Chapter  7  also 
describes  the  sources  of  primary  information  that  were 
developed  for  the  study. 


Basic  information  on  laws,  regulations,  policies  and 
practices  affecting  U.S.  bank  entry  and  operations  in 
foreign  countries  was  supplied  by  U.S.  diplomatic  posts 
throughout  the  world.  That  information  was  supplemented 
through  a  detailed  questionnaire  that  was  sent  to  all  U.S. 
banks  with  overseas  operations.  Responses  providing 
information  on  official  treatment  in  86  countries  were 
received  from  nearly  120  U.S.  banking  organizations, 
representing  over  98  percent  of  US  bank  assets  held 
overseas.  The  bank  questionnaire  also  highlighted 
countries  where  U.S.  banks  have  an  interest  in  conduct- 
ing or  expanding  operations.  U.S.  embassies  worked 
closely  with  U.S.  bankers  overseas  as  well  as  with  host 
government  officials  to  compile  and  verify  information 
and  also  to  solicit  their  views  on  a  wide  range  of  matters 
pertinent  to  this  report. 

The  bank  questionnaires  and  embassy  cables  also 
supplied  information  for  Chapters  35  and  36.  Both  of 
those  chapters  reflect  the  efforts  of  interagency  study 
groups  which  addressed  specific  questions  posed  in  the 
Congressional  mandate  for  this  report.  Chapter  35 
examines  whether  discriminatory  treatment  of  U.S.  banks 
abroad  affects  U.S.  exports  to  the  host  countries.  Chapter 
36  describes  remedial  efforts  undertaken  by  the  U.S. 
government  in  response  to  official  treatment  that 
discriminates  against  U.S.  banks.  Conclusions  and 
recommendations  are  presented  in  the  final  chapter. 

Robert  Carswell 

Deputy  Secretary  of  the  Treasury 
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1.  Equality  of  Competitive 
Opportunity 


The  primary  purpose  of  Congress  in  enacting  the 
International  Banking  Act  of  1 978  (IBA)  was  to  establish  a 
federal  regulatory  framework  governing  entry  and 
operations  of  foreign  banks  that  would  be  nondiscrimina- 
tory in  its  effects  on  domestic  and  foreign  banks  and  that 
would  afford  foreign  banks  equality  of  competitive 
opportunity  vis-a-vis  domestic  institutions  in  similar 
circumstances.  A  policy  of  national  treatment  and 
competitive  equality,  as  embodied  in  the  IBA,  entails  a 
pragmatic  impact-  or  effects-oriented  test  tor  assessing 
the  overall  legal  and  regulatory  climate  affecting  foreign 
banks  in  a  given  country.'  The  test  is  met  if  foreign  banks 
are  allowed  to  compete  on  essentially  equal  terms  with 
domestic  institutions  in  the  host  country,  even  if  some 
specific  regulations  or  requirements  applied  to  foreign 
banks  differ  from  those  affecting  domestic  banks. 

That  effects-oriented  approach  is  desirable  for  several 
reasons.  One  reason  is  that  it  recognizes  that  rigid 
application  of  identical  laws  or  regulations  to  both  foreign 
and  domestic  banks  may,  in  a  particular  set  of  circum- 
stances, result  in  a  disadvantage  to  one  or  the  other. 
Although  that  may  seem  paradoxical,  this  study  has  found 
many  such  instances,  which  are  described  in  subsequent 
chapters.  If,  for  example,  a  government  adopts  a  blanket 
moratorium  on  new  bank  branches,  foreign  banks  that  are 
new  to  the  market  and  have  not  developed  a  branch 
network  will  be  at  a  disadvantage  compared  to  estab- 
lished domestic  banks,  and  other  banks,  not  yet  present  in 
the  market,  may  be  excluded  entirely.  Similarly,  even- 
handed  application  of  foreign  exchange  controls  may 
affect  foreign  bank  operations  which  are  more  heavily 
involved  in  foreign  lending  differently  than  their  domestic 


'  The  concept  of  national  treatment  is  not  new  with  the  IBA,  It  has  been 
ennployed,  for  example,  in  many  of  this  country's  bilateral  Friendship. 
Commerce  and  Navigation  (FCN)  treaties  and  in  the  multilateral  OECD 
Declaration  on  International  Investment  of  1976   While  the  OECD 
Declaration  covers  the  treatment  of  established  enterprises,  the  FCN 
treaties  are  intended  to  facilitate  establishment  of  enterprises  from  one 
country  within  the  borders  of  another  and  to  create  a  framework  for 
mutually  beneficial  economic  relations  between  the  signatory  states. 
The  FCN  treaties  typically  define  national  treatment  of  a  foreign 
enterprise  as 
treatment  accorded  [to  it  1  within  the  territories  of  a  Party  upon  terms 
no  less  favorable  than  the  treatment  accorded  therein,  in  like 
situations,  to  nationals,  companies  [or]  products,  ...  as  the  case 
may  be,  of  such  Party  (emphasis  added) 
National  treatment  in  this  sense  is  not  necessarily  the  same  as  assuring 
competitive  equality  since  the  latter  requires  a  more  comprehensive 
analysis  of  regulatory  effects,  recognizing  differences  in  the  circumstan- 
ces of  domestic  and  foreign  institutions. 


counterparts.  Differential  effects  also  occur  when  a  host 
government  requires  a  certain  amount  of  locally  paid-in 
capital  tor  foreign  bank  branch  operations  and  applies 
regulatory  restrictions  (such  as  lending  limits)  uniformly  to 
the  local  capital  base.  In  that  situation,  the  capital  of  the 
foreign  branch's  parent  bank  is  not  taken  into  account, 
and  the  branch  is  constrained  relative  to  indigenous  bank 
competitors  whose  regulatory  limits  are  determined  by 
their  entire  capital  base,  including  capital  which  supports 
international  operations.  In  such  cases,  differential 
regulatory  treatment  of  foreign  and  domestic  banks  would 
more  effectively  promote  equality  of  competitive  oppor- 
tunity 

The  reverse  situation  may  also  occur,  i.e.,  uniform  laws 
or  regulatory  requirements  may  work  to  the  advantage  of 
foreign  banks  because  of  differences  in  their  operations 
vis-a-vis  domestic  banks.  For  example,  reserve  require- 
ments on  foreign  currency  deposits  may  be  nonexistent 
or  substantially  lower  than  reserve  requirements  on 
deposits  in  the  local  currency;  or,  loans  to  nonresidents 
may  be  exempted  from  local  credit  controls.  In  either 
situation,  foreign  banks  receive  an  advantage  relative  to 
domestic  banks  because  they  are  more  likely  to  hold 
substantial  foreign  currency  deposits  or  to  engage  to  a 
greater  extent  in  lending  to  nonresidents. 

Congress  recognized  that  because  of  inherent  differ- 
ences in  the  structure  of  operations  of  foreign  banks  in  a 
given  national  market,  the  goal  of  equal  competitive 
opportunity  is  not  necessarily  achieved  by  applying  laws 
and  regulatory  requirements  in  the  same  fashion  to  both 
foreign  and  domestic  banks.  Some  differential  regulation 
of  domestic  and  foreign  banks  may  be  necessary  to 
obtain  effective  equality  of  treatment.'  The  House  Report 
accompanying  the  1 976  version  of  the  IBA  made  the  point 
quite  clearly: 

The  objectives  of  this  legislation  are  to  provide 
Federal  regulation  of  foreign  banks  and  to  ensure 
equal  treatment  for  foreign  and  domestic  banks 
operating  in  the  U.S.  But  there  is  recognition  of  the 
fact  that  the  same  regulatory  structure  for  foreign  and 
domestic  banks  will  not  result  in  equal  treatment  and 
discretion  is  needed  to  devise  a  regulatory  frame- 


'  Results  of  an  effects-oriented  competitive  equality  analysis  may  differ 
in  some  cases  from  a  form  of  national  treatment  analysis  which 
evaluates  equality  of  regulation  from  a  strictly  legal  point  of  view. 
Because  of  the  special  characteristics  of  foreign  bank  structure  and 
operations  in  a  particular  country,  or  other  business  or  historical  factors, 
equality  of  competitive  opportunity  may  be  lacking  in  some  cases  even 
though  national  treatment  in  a  strict,  de  juie  sense,  is  satisfied 


work  which  is  appropriate  to  the  actual  operations 
and  status  of  foreign  banking  institutions 

Several  features  of  the  regulatory  structure  adopted  in 
the  IBA  governing  foreign  banks'  U.S^  operations  illustrate 
how  regulatory  requirements  may  be  adjusted  to  yield  a 
reasonable  balance  of  competitive  equality  For  example, 
the  IBA  gives  the  Federal  Reserve  Board  authority  to 
impose  reserve  requirements  on  state-licensed  branches 
and  agencies  of  foreign  banks  if  the  parent  bank's 
worldwide  assets  exceed  $1  billion.^  Foreign  banking 
institutions  required  to  hold  reserves  are  granted  full 
access  to  Federal  Reserve  facilities,  including  the 
discount  window.  Because  state-chartered  domestic 
banks  are  not  required  to  be  members  of  the  Federal 
Reserve  System  (and  therefore  subject  to  its  reserve 
requirements),  that  provision  might  appear  to  discrimi- 
nate against  the  state-chartered  foreign  bank  operations. 
However,  the  practical  effect  of  the  requirement  is  not  in 
fact  discriminatory  because  most  state-chartered  banks 
that  compete  with  foreign  banks  are  Federal  Reserve 
members  and  subject  to  the  same  requirements. 

The  IBA  also  requires  that  foreign  branches  obtain 
FDIC  deposit  insurance  if  they  accept  deposits  of  less 
-than  $1 00,000,  on  the  presumption  that  they  are  engaged 
in  domestic  retail  deposit-taking.'  Although  FDIC  insur- 
ance is  not  mandatory  for  all  state-chartered  domestic 
banks,  it  is  a  practical  necessity  for  any  U.S.  bank 
engaged  in  retail  banking.  Thus,  the  actual  effect  of  that 
requirement  is  not  discriminatory  although  it  might  initially 
appear  to  be.  Moreover,  the  insurance  requirement  may 
be  waived  if  the  appropriate  federal  regulatory  agency 
determines  that  the  branch  is  not  engaged  in  domestic 
retail  deposit-taking  even  though  it  accepts  some 
deposits  of  less  than  $1 00,000.  Insured  foreign  branches 
must  pay  the  regular  FDIC  insurance  premium  and  may 
also  be  required  to  maintain  a  surety  bond  or  pledge  of 
assets  to  protect  the  insurance  fund  against  the  extra 
risks  of  insuring  the  domestic  deposits  of  a  branch  of  a 
foreign  bank.  That  differential  requirement  reflects  the 
inherent  difference  between  a  foreign  branch  and  a 
branch  of  a  domestic  bank,  and  the  surety  bond  or  pledge 
of  assets  is,  in  part,  a  substitute  for  a  capital  requirement. 

The  IBA  affected  foreign  banks'  opportunities  for 
establishment  and  expansion  of  facilities  in  the  U.S.  in 
several  important  ways.  Before  passage  of  the  IBA,  the 
entry  and  operations  of  foreign  bank  branches  and 
agencies  in  the  U.S.  were  governed  exclusively  by  state 
law.  By  providing  for  federal  branches  and  agencies,  the 
IBA  gives  foreign  banks  the  state/federal  chartering 
option  which  is  an  essential  feature  of  the  US  dual 
banking  system.  It,  thereby,  enhances  equality  of 
competitive  opportunity  for  the  foreign  institutions. 

tVlultistate  commercial  banking  operations  of  US 
banks  are  restricted  by  the  McFadden  Act  and  section 


3(d)  of  the  Bank  Holding  Company  Act  (the  Douglas 
Amendment).  Because  foreign  branches  and  agencies 
were  previously  subject  only  to  individual  states'  approv- 
al, foreign  banks  had  been  able  to  establish  multistate 
full-service  banking  facilities  and  had,  thus,  enjoyed  a 
distinct  competitive  advantage  over  domestic  banks.  The 
IBA  reduces  that  disparity  but  grants  "grandfather"  rights 
to  previously  established  multistate  operations  of  foreign 
banks  The  IBA  also  opens  up  some  new  competitive 
opportunities  for  foreign  banks  by  ending  the  long- 
standing prohibition  against  foreign  citizens  serving  as 
directors  of  national  banks  and  by  permitting  foreign 
maiority  ownership  of  Edge  Act  Corporations. '■  Congress 
also  directed  the  Federal  Reserve  to  modify  regulations 
applying  to  Edge  Act  facilities  to  make  them  a  more 
flexible  and  attractive  device  for  both  domestic  and 
foreign  banks  to  provide  international  banking  services  in 
the  U.S.  New  regulations  stemming  from  the  IBA  make  it 
possible  for  foreign  entities  to  establish  a  banking 
presence  in  states  from  which  they  were  previously 
excluded  entirely. 

The  IBA  provisions  affecting  multistate  operations  of 
foreign  banks  and  geographic  expansion  through  Edge 
Act  facilities  have  been  perhaps  the  most  controversial 
features  of  the  Act.  The  difficulty  in  arriving  at  an  equitable 
solution  is  to  a  large  extent  attributable  to  the  unique 
structure  of  the  U.S.  dual  banking  system.  The  IBA  did  not 
alter  the  fact  that  full-service  foreign  bank  operations  are 
prohibited  by  law  in  most  states  of  the  U.S."  but  Congress 
did  as  much  as  possible  at  the  federal  level  to  assure 
equality  of  competitive  opportunity  in  geographic  expan- 
sion of  domestic  and  foreign  banks,  short  of  altering  the 
basic  rules  applying  to  interstate  full-service  bank 
expansion  of  domestic  banking  organizations. 

The  United  States  is  unique  in  that  significant  control 
over  bank  expansion  resides  in  sub-national  (state) 
authority.  The  U.S.  system  of  dual  bank  regulation  has  led 
to  some  anomalous  results.  Foreign  banks  were  formerly 
able  to  establish  multistate  operations  which  domestic 
banks  could  not  match.  On  the  other  hand,  direct  foreign 
bank  operations  are  banned  altogether  in  some  states 
The  system  works  to  the  disadvantage  of  some  U.S. 
banks  seeking  to  expand  abroad  whose  home  states 
prohibit  or  strictly  limit  foreign  banking;  and  once  the  IBA 
applied  to  foreign  banks  constraints  on  geographical 
expansion  within  the  U.S.  similar  to  those  affecting 
domestic  banks,  questions  were  raised  about  possible 
limitations  on  expansion  of  U.S.  bank  operations  in  foreign 
countries.  Both  results  stem  from  some  foreign  govern- 


Section  7  (a)  of  the  IBA  gives  the  Board  authority  to  impose  reserve 
requirements  on  all  federally  licensed  foreign  bank  branches  and 
agencies  in  the  U  S 

'This  requirement  does  not  apply  to  foreign  branches  in  stales  that  do 
not  require  FDIC  insurance  coverage  for  state-chartered  banks,  thus 
exempting  foreign  branches  in  Illinois,  for  example,  an  important  tocus  of 
recent  foreign  bank  entry 


Edge  Act  Corporations  are  chartered  by  the  Federal  Reserve  Board  for 
the  purpose  of  engaging  in  international  or  foreign  banking  or  other 
international  or  foreign  financial  operations 

''On  the  other  hand,  the  states  with  major  financial  centers  do  permit 
foreign  bank  operations  The  principal  exclusionary  state  is  Texas 
where,  however,  representative  offices  are  permitted  and  numerous  As 
a  result  of  the  IBA,  foreign  banks  may  enter  the  Texas  market  by 
establishing  Edge  Act  facilities 
Similarly,  the  anomaly  that  large  U  S.  banks  can  be  acquired  by  foreign 
but  not  domestic  banks  is  due  to  the  dual  banking  system  buttressed,  in 
this  respect,  by  the  McFadden  Act  and  the  Douglas  Amendment  to  the 
Bank  Holding  Company  Act,  in  combination  with  U.S.  antitrust  policy. 
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merits'  espousal  of  reciprocity  as  a  guiding  principle  in 
their  treatment  of  foreign  banks." 

Reciprocity 

Congress  could  have  chosen  to  base  a  regulatory 
framework  for  foreign  bank  operations  in  the  U.S.  on  the 
concept  of  reciprocity,  rather  than  promoting  equality  of 
competitive  opportunity  for  foreign  and  domestic  banks 
on  the  basis  of  a  national  treatment  policy.  Although  the 
idea  of  relations  between  nations  based  on  reciprocity 
seems  fair,  in  practice  it  is  essentially  a  negative,  or  even 
punitive,  concept.  Reciprocity  was  rejected  by  Congress 
as  impractical  and  inconsistent  with  long  standing  U.S. 
competitive  policy. 

A  nation  applying  a  policy  of  reciprocity  restricts  a  party 
of  another  nation  to  conducting  only  those  activities 
which  the  government  of  the  second  nation  allows 
foreigners  to  conduct  in  its  own  territory.  When  two 
nations  apply  this  principle  bilaterally,  restrictions  are 
imposed  from  both  sides,  leaving  the  least  common 
denominator  of  activities  allowable  in  each.  In  its  simplest 
form,  reciprocity  is  applied  only  to  market  entry  privileges, 
/.e., country  A  will  admit  banks  from  country  B  if  country  B 
allows  entry  to  country  A's  banks.  Reciprocity  in  entry 
privileges  may  include  considering  the  form  of  entry  or  the 
criteria  used  in  administrative  decisions  on  particular 
applications.  Moreover,  a  policy  of  reciprocity  may  be 
extended  even  to  rather  detailed  enumeration  of  operat- 
ing privileges. 

During  hearings  on  the  IBA,  it  was  recognized  that  a 
policy  based  on  reciprocity  could  create  an  administra- 
tive nightmare,  requiring  enforcement  of  different  sets  of 
rules  for  banks  from  different  countries."  The  practical 
difficulties  of  a  policy  based  on  reciprocity  have  been  well 
summarized  by  Federal  Reserve  Governor  Henry  C 
Wallich:'^' 

Given  the  wide  disparities  of  legal  treatment  to  which 
American  banks  are  exposed  in  the  foreign  countries 


"See  Chapter  5  for  a  discussion  of  the  impact  on  US  banks  of  foreign 
governments'  application  ot  reciprocity  tests,  including,  in  some 
instances,  consideration  of  the  laws  of  a  U.S.  bank's  home  state 

"See.  for  example.  Testimony  of  Treasury  Under  Secretary  Anthony  M 
Solomon  before  the  Subcommittee  on  Financial  Institutions,  Supervi- 
sion, Regulation  and  Insurance  of  the  House  Committee  on  Banking, 
Finance  and  Urban  Affairs  in  Hearings  on  the  International  Banking  Act 
of  1977,  July  13.  1977,  p.  262 

'""Developments  in  International  Banking. "  an  address  to  the  Associa- 
tion of  Foreign  Banks  in  Switzerland,  Bern,  Switzerland,  June  15,1 979,  p 
2. 


in  which  they  operate,  reciprocity  would  lead  to  a 
crazy  quilt  of  divergent  rules.  Banks  from  a  country 
with  liberal  banking  legislation  would  receive  corres- 
pondingly liberal  treatment  in  the  United  States. 
Banks  from  a  country  with  more  confining  legislation 
would  be  treated  correspondingly  severely  Both 
treatments  very  likely  would  differ  also  from  the 
treatment  given  to  U.S.  banks  in  the  United  States 
and  create  competitive  inequities. 

Since  a  policy  of  reciprocity  entails  reacting  to 
regulations  or  restrictions  imposed  by  other  governments, 
it  implies  a  critical  loss  of  control  by  the  domestic  authority 
over  the  regulatory  rules  and  structures  applicable  to 
banks  operating  within  its  own  territory. 

Advantages  of  a  Policy  Promoting 
Competitive  Opportunity  in  International 
Banking 

By  not  incorporating  reciprocity  in  the  IBA,  Congress 
avoided  its  practical  and  conceptual  pitfalls.  Nonetheless, 
the  approach  adopted  by  Congress  has  in  it  an  implicit 
pressure  for  reciprocal  relations  in  a  very  positive  sense, 
namely  reciprocity  of  national  treatment;  establishment  of 
a  regulatory  framework  providing  essentially  equal 
opportunity  for  foreign  banks  to  compete  in  U.S.  financial 
markets,  together  with  a  review  of  the  treatment  accorded 
to  U.S.  banks  abroad,  could  promote  similar  attitudes  on 
the  part  of  foreign  governments.  In  its  Report  on  the  IBA. 
the  Senate  Committee  explicitly  noted  its  strong  belief 
that  the  U.S.  government,  "in  light  of  the  substantial 
privileges  enjoyed  by  foreign  banks  in  the  United  States 
should  seek  to  secure  national  treatment  tor  our  banks 
abroad  as  well"." 

Congressional  promotion  of  equal  competitive  oppor- 
tunity in  international  banking  represents  a  reaffirmation 
of  the  long-standing  American  commitment  to  free  world 
trade  and  capital  flows.  Such  an  orientation  is  ever  more 
appropriate  in  a  world  of  increasing  economic  interde- 
pendence. 

Congressional  policy  in  the  IBA  encourages  interna- 
tional banking  competition,  acknowledging  benefits  in 
terms  of  quality,  variety,  extent  and  price  of  banking 
services  that  accrue  to  businesses  and  consumers  when 
competitive  forces  are  allowed  to  work.  Encouragement 
ot  competitive  opportunities  for  foreign  banks  is  in  the 
best  interests  not  only  of  the  United  States  but  also  of 
other  nations. 


' '  International  Banking  Act  of  1 978.  Report  of  the  Senate  Committee  c 
Banking,  Housing,  and  Urban  Affairs.  August  8.  1978,  p  9 


2.  U.S.  Banks'  Activities  Abroad 


Introduction 

At  the  end  of  1978,  the  assets  of  foreign  financial 
operations  of  U.S.  banking  organizations  were  estimated 
to  have  been  about  $340  billion.'  In  addition  to  engaging  in 
banking  activities  abroad,  U.S.  banks  often  establish 
representative  offices.  Although  representative  offices 
conduct  no  banking  business,  they  offer  opportunities  for 
contacts  with  foreign  firms  and  provide  a  means  of 
establishing  the  parent  bank's  name  in  the  foreign  market. 
Including  representative  offices,  about  140  U.S.  banking 
organizations  were  present  in  more  than  1 1 0  countries  at 
the  end  of  1978.- 

The  remainder  of  this  chapter  will  concentrate  on  the 
institutions  through  which  U.S.  banks  and  bank  holding 
companies  engage  in  banking  and  other  financial 
operations  in  foreign  countries.^  U.S.  banking  organiza- 
tions operate  overseas  through  three  different  organiza- 
tional forms;  branches  of  a  U.S.  bank;  subsidiaries 
controlled  by  a  U.S.  bank  holding  company;  or  affiliates 
where  the  U.S.  company  acquires  a  minority  interest  in  an 
existing  or  newly  established  institution.'  Of  the  three, 
branches  of  U.S.  banks  are  the  most  important  form  of 


'  Based  upon  preliminary  data  for  assets  of  foreign  brancfies  and  foreign 
bank  and  nonbank  subsidiaries,  and  Federal  Reserve  estimates  of  the 
assets  of  foreign  affiliates  of  U.S.  banking  organizations 

Based  upon  counts  taken  from  tfie  annual  American  Banker  survey  of 
tfie  international  activities  of  U.S.  banks  for  December  31.  1978. 
publistied  in  ttie  American  Banker,  tvlarcfi  23,  1 979 

'The  discussion  of  type  of  U.S.  banking  operation  by  country  is  based  on 
1 977  data,  because  tfiis  breakdown  was  not  yet  available  for  1 978  wfien 
tfiis  chapter  was  written.  It  should  be  noted  that  numbers  in  this  chapter 
do  not  always  agree  with  those  in  the  country  chapters  due  to 
differences  in  dates,  organizational  form  definitions,  ownership  of 
foreign  banks  by  U.S.  nonbanking  entities,  and  sources  of  data 

'  A  branch  is  an  integral  part  of  the  parent  bank,  although  some  countries 
require  a  branch  to  be  separately  capitalized,  A  subsidiary  is  a 
separately  capitalized  institution,  organized  under  the  laws  of  the  foreign 
country,  in  which  a  US.  banking  organization  usually  owns  50  percent  or 
more  of  the  equity;  in  some  instances,  the  Federal  Reserve  Board  has 
determined  that  a  foreign  institution  is  a  subsidiary,  even  though  it  owns 
less  than  50  percent  of  the  equity,  because  a  U  S  banking  organization 
exercises  ellective  control  of  the  foreign  institution  An  affiliate  is 
defined  as  a  foreign  institution  in  which  a  US  banking  organization 
owns  20  to  50  percent  of  the  equity  and  may  share  responsibility  for  the 
operation  of  the  foreign  institution  with  other  owners  these  definitions 
are  the  bases  for  data  collected  by  the  Federal  Reserve  Board  and 
reported  in  this  chapter  and  Appendix  I.  For  other  purposes  in  this  report 
an  affiliate  relationship  is  considered  to  exist  if  U.S.  ownership  is  10 
percent  or  more  but  less  than  50  percent. 


U.S.  banking  presence  abroad,  holding  over  three-fourths 
of  all  foreign  banking  assets. 

Some  countries  do  not  permit  foreign  banks  to  operate 
through  either  branches  or  banking  subsidiaries  but  do 
permit  them  to  obtain  minority  interests  in  indigenous 
banking  institutions.  In  such  countries,  U.S.  banking 
organizations  have  bought  shares  in  local  banks  or  have 
participated  in  new  institutions  on  a  joint-venture  basis. 
U.S.  banking  organizations  have  entered  other  foreign 
markets  where  direct  banking  presence  through 
branches  or  subsidiaries  is  prohibited  by  establishing 
nonbank  subsidiaries  which  offer  a  broad  range  of 
financial  services  closely  related  to  banking. 

Foreign  operations  of  U.S.  banking  organizations  have 
been  concentrated  in  Western  Europe,  Japan,  and  the 
ma|or  offshore  banking  centers.  Participation  in  foreign 
markets  is  also  concentrated  among  the  largest  U.S. 
banks. 

Historical  Development 

in  the  50  years  between  the  establishment  of  the  national 
banking  system  in  1 863  and  the  Federal  Reserve  System 
in  1913,  U.S.  banks  had  little  involvement  in  the  financial 
markets  of  London  and  continental  Europe.  National 
banks  were  not  empowered  to  establish  offices  overseas 
nor  to  create  acceptances  associated  with  financing 
foreign  trade.  As  a  result,  only  a  limited  number  of  private 
and  state-chartered  banks  were  actively  engaged  in 
international  operations  and  the  financing  of  U.S.  foreign 
trade  was  left  largely  to  foreign  banks. 

By  the  turn  of  the  century,  the  U.S.  had  shifted  from  a 
debtor  to  a  creditor  nation  and  it  was  recognized  that 
domestic  institutions  needed  to  be  able  to  finance  the 
growing  export  sector  of  the  economy.  In  response,  the 
Federal  Reserve  Act  in  1 91 3  provided  for  the  creation  of 
acceptances  by  national  banks  and  authorized  national 
banks  to  establish  foreign  branches.  In  1919,  Congress 
authorized  Edge  Act  Corporations,  which  were  to  be 
chartered  by  the  Federal  Reserve  Board  to  engage  in 
international  banking  and  foreign  investment  activities, 
and  in  which  national  banks  might  invest.  Edge  Corpora- 
tions were  conceived  as  a  vehicle  through  which 
international  financial  services  might  be  made  more 
widely  available  to  U.S.  business  and  through  which 
banks  with  insufficient  resources  to  establish  foreign 
branches  could  lointly  engage  in  international  banking 
activities  or  invest  in  foreign  banks. 


An  upsurge  in  foreign  branching  and  the  use  of  Edge 
Corporations  died  out  following  the  economic  crisis  of 
1920-21  and  the  worsening  international  economic 
situation  of  the  late  1920's  and  the  1930's.  A  revival  in 
international  activity  among  U.S^  banks  did  not  occur  until 
the  mid-1950's,  A  number  of  economic  factors  have 
contributed  to  this  resurgence  of  the  past  25  years.  The 
growth  of  the  multinational  corporation  and  particularly  of 
U.S. -based  multinational  corporations  has  been  a  leading 
factor.  U.S.  banks  have  expanded  or  established 
operations  throughout  the  world  as  the  business  of  their 
customers  has  expanded  across  national  frontiers.  Some 
banks  have  been  limited  in  their  ability  to  expand  within 
the  United  States  because  of  various  laws  and  regula- 
tions. Moving  into  new  markets  has  offered  the  advantage 
of  diversification  with  the  potential  for  risk  reduction  and  a 
more  stable  earnings  base. 

U.S.  balance-of-payments  restrictions  imposed  in  the 
hnid-1960's,  also  spurred  overseas  expansion  by  U.S. 
banks.  Until  then,  international  lending  activities  of  U.S. 
banks  had  been  mainly  conducted  from  their  head  offices 
in  the  United  States.  Thereafter,  growth  in  their  interna- 
tional business  was  centered  in  a  growing  number  of 
overseas  branches  and  subsidiaries.  Not  only  the  largest 
U.S.  money  center  banks,  but  increasingly  the  smaller 
and  regional  banks  as  well,  expanded  their  international 
banking  activity  throughout  this  period. 

The  expansion  of  the  Eurodollar  market  was  also  of 
major  importance  in  the  decision  of  many  U.S.  banks  to 
establish  operations  abroad.  The  Eurodollar  market 
originated  in  London  and  grew  very  rapidly  in  the  post-war 
era.  Participation  in  the  Eurodollar  market  provided  a 
strong  incentive  for  U.S.  banks  to  expand  their  London 
banking  operations  through  branches,  subsidiaries  and 
investments  in  consortium  banks,  including  merchant 
banks.'  The  desire  to  participate  in  Eurodollar  financing 
through  a  less  expensive  medium  than  establishing  a 
London  presence  also  spurred  development  of  "offshore" 
branches  in  the  Bahamas  and  Cayman  Islands.  Begin- 
ning in  the  late  1960's,  the  Federal  Reserve  allowed  U.S. 
banks  to  establish  offshore  branches,  which  serve  mainly 
as  booking  centers  for  foreign  loans  funded  from  foreign 
sources.  The  principal  reason  for  this  liberalization  was  to 
allow  smaller  U.S.  banks  to  participate  in  international 
financing. 

The  pace  of  overseas  expansion  by  US  banks  abated 
somewhat  after  the  early  1 970's.  Table  2.1  indicates  the 
pattern  of  U.S.  banks'  growth  through  foreign  branches 
since  1 955.  The  figures  in  this  table,  and  all  other  foreign 
branch  data  in  this  chapter,  refer  to  foreign  branches  of 
Federal  Reserve  member  banks.  Very  few  banks  that  are 
not  members  of  the  Federal  Reserve  System  have  ever 
had  foreign  branches. 


^Merchant  bank  is  a  term  generally  applied  to  banks  which  specialize  in 
providing  a  wide  range  ot  financial  services,  including  underwriting, 
syndication,  investment  advice  and  financial  packaging,  to  large 
corporate  clients.  The  exact  nature  of  the  activities  of  merchant  banks 
varies  substantially  between  countries  and  among  institutions,  for 
example,  merchant  banks  accept  demand  deposits  in  some  countries 
while  in  others,  either  because  of  laws  or  custom,  they  do  not  accept 
such  deposits. 


Table  2.1 

Overseas  Branches  of  U.S.  Banks.  Selected  Dates 
Since  1955 

(dollars  in  billions) 


12/55    12/60   12/65      12/70     12/75  12/78 


Number  of 
banks  . . 


13         79      137 


137 


Number  of 
overseas 
branches  ..  Ill      124     211       532      762  761 

Assets  of 
overseas 
branches*..  $2.0    $3.5    $9.1     $47.4  $176.5   $306.1 


■  Includes  claims  on  other  foreign  branches  of  parent  banks 

SOURCE    Board  of  Governors.   Federal   Reserve  System,  includes 
member  banks  onlv 


Factors  Influencing  Type  of  Overseas 
Presence 

Several  factors  influence  a  U.S.  bank's  choice  of  the  type 
of  banking  or  financial  presence  it  will  establish  in  a 
particular  country.  However,  restrictions  imposed  by  law, 
regulation  or  administrative  practice  of  the  host  country 
are  of  paramount  importance.  Branches  are  the  most 
important  form  of  U.S.  banking  presence  abroad  in  terms 
of  both  numbers  and  assets.  Branches  are  preferred  by 
most  banks  because  they  are  flexible,  less  costly,  and 
allow  the  parent  bank  to  exercise  direct  control.  Those  are 
among  the  reasons  that  U.S.  banks  showed  an  over- 
whelming preference  for  future  expansion  through 
branches  in  this  study,  even  in  countries  where  bank 
acquisitions  are  permitted.  Although  most  major  coun- 
tries allow  establishment  of  branches  of  foreign  banks, 
Canada,  Sweden,  Australia,  Brazil,  Norway,  Mexico,  India, 
Saudi  Arabia,  Nigeria  and  South  Africa  are  important 
exceptions. 

Because  a  branch  is  a  legal  extension  of  the  parent 
bank,  some  countries  do  not  require  separate  capital  for 
branches  of  foreign  banks.  Most  countries,  however,  do 
require  some  form  of  capital  equivalency.  Where  capital 
requirements  are  absent  or  low,  it  is  frequently  less 
expensive  for  a  bank  to  open  a  branch  than  to  acquire  or 
establish  a  local  subsidiary.  In  some  countries,  as  in  the 
U.S.,  legal  lending  limitations  and  other  regulatory 
constraints  are  based  on  the  parent  bank's  consolidated 
capital,  thus  enabling  branches  to  make  larger  loans  and 
provide  more  services  than  a  smaller  subsidiary  could. 
Moreover,  since  branches  are  an  integral  part  of  the 
parent  bank,  their  management  and  supervision  usually 
entails  less  administrative  burden. 

There  are  several  reasons  why  U.S.  banking  organiza- 
tions acquire  or  establish  foreign  subsidiary  banks. 
Historically,  subsidiaries  often  served  as  a  substitute  for 
branches  in  countries  where  branches  were  either 
prohibited  or  discouraged  by  the  host  authorities. 
Experience  has  indicated  that  when  developing  countries 


nationalize  their  banking  industry  or  close  their  markets  to 
foreign  banks,  existing  foreign  banks'  operations  are  often 
exempted,  or  "grandfathered." 

Even  in  countries  where  laws  do  not  restrict  the  choice 
of  foreign  bank  entry.  U.S.  banking  organizations  have 
perceived  advantages  in  establishing  subsidiary  banks. 
Banks  have  established  subsidiaries  to  engage  in 
activities  such  as  securities  underwriting  which  the 
parent  U.S.  bank,  and  its  foreign  branches  are  prohibited 
from  engaging  in  directly  under  U.S.  law.  Some  U.S.  banks 
have  chosen  to  establish  a  subsidiary  to  gain  better 
access  to  domestic  deposits,  to  enter  the  retail  banking 
market,  or  for  tax  reasons.  In  some  Western  European 
countries  and  in  Australia,  U.S.  banking  organizations 
have  established  significant  merchant  bank  subsidiaries. 
In  some  countries,  for  example,  the  U.K.,  merchant  bank 
activities  complement  existing  commercial  bank  opera- 
tions: in  Australia,  by  contrast,  no  U.S.  commercial  bank 
presence  is  allowed  except  through  representative 
offices.  U.S.  banking  organizations  have  also  established 
a  number  of  nonbank  subsidiaries  abroad  which  engage 
in  specialized  activities,  including  leasing,  consumer 
finance,  factoring,  and  other  financial  or  financially 
related  services. 

As  noted  earlier,  some  U.S.  banks  have  acquired 
minority  interests  in  banks  in  some  countries  because 
they  were  prohibited  from  establishing  branches  or 
subsidiary  banks.  Just  as  with  subsidiaries,  however,  U.S. 
banks  have  had  other  motives  for  entering  a  market 
by  establishing  an  affiliate  relationship  or  participating  in  a 
joint  venture,  even  where  branch  or  subsidiary  bank 
options  are  available.  Acquiring  a  minority  interest  in  a 
going  concern  may  be  a  desirable  means  of  entering  a 
new  geographic  region  or  a  new  field  of  international 
financing  and  gaining  experience  without  making  a 
substantial  commitment.  Similarly,  a  bank  may  rely  on  the 
experience  and  expertise  of  partners  in  establishing  a 
new  bank  on  a  joint  venture  basis.  Joint  venture 
investments  in  foreign  banking  have  been  perceived  as  a 
means  of  sharing  risk  as  well  as  specialized  knowledge. 
The  total  investment  necessary  to  establish  a  viable 
foreign  banking  operation  has  proved  to  be  a  constraint  in 
some  financial  markets,  thus  pooling  capital  through  a 
joint  venture  becomes  attractive.  For  those  reasons,  US 
banks  have  participated  in  a  number  of  London  consorti- 
um banks 

Trerids  in  Foreign  Banking  Operations  of 
U.S.  Banking  Organizations:  1973-1977 

Foreign  Branches 

Although  the  number  of  foreign  branches  of  U.S.  banks 
increased  only  modestly  from  1973  to  1977,  their  total 
assets  nearly  doubled  during  that  period,  rising  from  $1 1 8 
billion  at  the  end  of  1 973  to  $227  billion  at  the  end  of  1 977. 
Virtually  all  of  that  growth  took  place  in  the  industrial 
countries  and  the  offshore  banking  centers,'^  as  shown  in 
Table  2.2. 


^The  offshore  banking  centers  referred  to  in  this  chapter  include  the 
Cayman  Islands,  the  Bahamas,  Singapore.  Bahrain.  Hong  Kong  and 
Panama. 


London  branches  are  the  most  important  segment  of 
U.S.  banks'  foreign  branch  network  because  they  supply 
substantial  funds  to  other  foreign  branches.  London  is  the 
center  of  the  Eurocurrency  interbank  market  and  the 
activities  of  the  U.S.  banks'  London  branches  reflect  that 
fact.  Such  branches  have  not  only  attracted  a  substantial 
portion  of  funds  supplied  by  private  depositors,  but  they 
have  also  been  the  principal  depositories  of  central  bank 
funds  and,  more  recently,  of  OPEC  funds.  The  offshore 
branches  in  the  Bahamas  and  the  Cayman  Islands  also 
depend  on  the  interbank  market  for  funds  to  some  extent, 
but  have  supplied  less  funds  to  that  market  than  the 
London  branches.  Offshore  branches  use  more  of  their 
funds  for  loans  to  the  external  market  because  they  pay 
little  or  no  local  taxes  on  the  income  earned  from  those 
loans.  In  general.  London  branches  tend  to  gather  funds 
for  the  parent  network  and  supply  them  to  the  Caribbean 
offshore  branches  where  they  are  loaned  to  the  external 
market. 

The  growth  in  total  assets  held  by  U.S.  banks'  offshore 
branches  has  been  particularly  dramatic,  more  than 
tripling  between  1973  and  1977,  to  $86  billion.  In  1977, 
those  branches  accounted  for  almost  40  percent  of  the 
total  assets  of  U.S.  banks'  foreign  branches,  compared  to 
2  percent  4  years  earlier.  Over  the  same  period,  U.S. 
banks  added  29  new  branches  in  the  major  offshore 
banking  centers:  the  number  of  U.S.  banks'  branches  in 
the  Cayman  Islands  nearly  doubled,  at  the  expense  of  the 
Bahamas  where  16  branches  were  closed.  The  number 
of  U.S.  branches  in  Panama  remained  unchanged  but 
their  assets  increased  substantially. 

U.S.  banks'  branches  in  Western  Europe  and  Japan 
increased  significantly  between  1973  and  1977  in  terms 
of  both  numbers  and  assets.  Total  assets  of  U.S  branches 
in  the  major  industrial  countries  rose  50  percent  during 
that  period,  to  over  $1 20  billion,  which  is  only  slightly  less 
than  half  of  U.S.  banks'  total  foreign  branch  assets.  There 
was  a  net  increase  of  20  branches  in  those  countries 
despite  a  small  decline  in  the  number  of  U.S.  branches  in 
Germany,  partially  because  some  branches  were 
converted  into  subsidiaries  for  tax  reasons.  The  group 
identified  in  Table  2.2  as  "all  other  countries"  recorded  a 
net  decrease  of  13  branches  between  1973  and  1977, 
reflecting  the  large  drop  which  occurred  in  1976,  mostly 
because  36  Colombian  branches  were  converted  into 
affiliates  (minority-owned)  to  comply  with  a  change  in 
local  banking  law. 

Bank  Subsidiaries 

The  number  of  U.S.  banks'  foreign  banking  subsidiaries 
with  total  assets  of  more  than  $1  million  increased  by  20 
percent  between  1973  and  1977  (see  Table  2.3).  As  of 
December  1977  those  subsidiaries  had  $40  billion  in 
assets,  more  than  twice  their  1973  total. 

The  United  Kingdom  is  by  far  the  most  important 
country  for  U.S.  banks'  subsidiaries,  as  it  is  for  all  other 
forms  of  U.S.  banks'  foreign  presence.  That  reflects 
London's  importance  as  an  international  financial  center. 
The  data  reported  in  Table  2.3  include  several  large  U.K. 
merchant  bank  subsidiaries  and  a  large  British  bank  that 
was  acquired  in  late  1975.  Those  changes  account  for 
much  of  the  growth  in  US.  banks'  subsidiaries  in  that 
country. 


Table  2.2 


Growth  of  Foreign  Branches,'  1973-1977 

(U.S.  dollars  in  billions) 


Australia 

Austria  

Belgium  

Brazil 

Canada 

Denmark  

France  

India 

Italy 

Japan 

Netherlands 

Nigeria 

Korea 

Spam 

Sweden  

Switzerland  

United  Kingdom 

Venezuela  and  Mexicot 
Germany 

Bahamas 

Bahrain 

Cayman  Islands 

Hong  Kong  

Panama 

Singapore 

All  other  countries 

Total  for  all  reporting  . . . 


Number  of  Branches 

Total  Assets 

Percent 

Percent 

1973 

1977 

change 

1973 

1977 

change 

0 

0 

0 

0 

0 

0 

1 

1 

0 

N.A. 

N,A, 

N,A, 

8 

10 

25.0 

$     2.1 

$     5,8 

176,2 

21 

19 

-9.5 

0.5 

1,6 

220,0 

0 

0 

0 

0 

0 

0 

0 

3 



0 

0.2 

— 

15 

17 

13.3 

5.7 

10.9 

91.2 

11 

10 

-9.1 

0,3 

0,3 

0 

8 

14 

75.0 

1,9 

2,8 

47,4 

24 

31 

29,2 

58 

12,2 

110,3 

6 

6 

0 

0,7 

1.4 

100,0 

0 

0 

0 

0 

0 

0 

3 

6 

100.0 

0.2 

0,7 

250,0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

9 

9 

0 

1,0 

1.4 

40,0 

52 

57 

9.6 

58,0 

82,1 

41,6 

9 

9 

0 

0,3 

0,3 

0 

30 

25 

-16,7 

5,8 

5,9 

1,7 

90 

74 

-17,8 

18.1 

50,9 

181.2 

2 

5 

150,0 

N.A. 

4,2 

N.A. 

30 

58 

93,3 

2,7 

13,7 

407.4 

22 

30 

36,4 

0,9 

5,1 

466.7 

33 

33 

0 

1,7 

4.4 

158.8 

15 

21 

40,0 

40,0 

2,6 

192,3 

305 

292 

-4,3 

9,6 

15,8 

64,6 

694 

730 

5.2 

$117,9 

$227,3 

92,8 

■  Includes  only  those  branches  with  assets  of  more  than  $1  million 

t  These  countries  are  combined  to  protect  confidentiality 

NOTE   This  table  includes  only  Federal  Reserve  member  banks  N  A  indicates  data  not  disclosed  tor  reasons  of  confidentiality.  Dashes 
indicate  incalculable  percentages, 

SOURCE    Federal  Reserve  Board:  Appendix  Tables  1-1  and  1-5, 


There  are  U,S.  banking  subsidiaries  in  several  coun- 
tries that  do  not  generally  permit  foreign  acquisitions  of 
domestic  banks,  such  as  Australia,  Brazil,  South  Africa, 
and  Spain.  In  some  cases,  that  reflects  "grandfathered" 
situations  or  "banking"  subsidiaries  that  are  merchant 
banks  or  other  institutions  that  would  be  considered  "near 
banks"  or  nonbank  operations  in  the  U.S.  The  figures 
shown  for  Canadian  bank  subsidiaries  are  dominated  by 
a  single  Canadian  bank  whose  U,S,  minority  ownership  is 
"grandfathered"  by  local  law.  South  Africa  and  Nigeria 
now  prohibit  branches  and  foreign-owned  subsidiaries 
but  have,  in  the  past,  permitted  both,  Australia  prohibits 
foreign  banks  from  establishing  branches  or  acquiring 


commercial  bank  subsidiaries,  but  has  made  exceptions 
when  foreign  assistance  was  needed  to  "rescue"  local 
merchant  banks. 

Of  countries  that  have  been  open  to  US.  banks,  the 
growth  in  subsidiaries  has  been  most  dramatic  in  West 
Germany,  where  subsidiary  bank  assets  grew  from  less 
than  $500  million  in  1973,  to  over  $6  billion  in  1977.  Tax 
laws  that  favor  the  subsidiary  form  of  organization  were 
the  primary  stimulus  for  that  expansion.  U.S.  banks 
established  and  acquired  local  banks,  and  converted 
existing  branches  into  subsidiaries.  As  a  result,  there 
were  6  fewer  U.S.  bank  branches  in  Germany  in  1 977  than 
there  were  in  1973. 


Table  2.3 

Growth  of  Foreign  Bank  Subsidiaries. '  1973-1977 

(U.S.  dollars  in  billions) 


Australia 

Austria 

Belgium 

Brazil 

Canada 

Denmark  

France 

India 

Japan  

Mexico 

Netherlands 

Nigeria 

Korea 

Sweden  

Switzerland  

United  Kingdom 

Venezuela,  Italy,  Spain, 

South  Africat  

Germany 

Offshore  banking  centers 
All  other  countries 

Total 


Number  of  Sub 

sidiaries 

Total  Assets 

Percent 

Percent 

1973 

1977 

change 

1973 

1977 

change 

5 

7 

40.0 

$  0.5 

$   1.8 

260.0 

3 

3 

0 

0.2 

0.5 

150.0 

10 

6 

-40.0 

1.6 

2.5 

56.3 

4 

3 

-25.0 

0.4 

0.8 

100,0 

2 

4 

100.0 

N.A. 

2,7 

N,A, 

0 

0 

0 

0 

0 

0 

4 

4 

0 

0.8 

1,5 

87.5 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

4 

— 

0 

0.3 

— 

1 

3 

200.0 

N.A, 

0,3 

N.A. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

4 

7 

75.0 

0.3 

0,6 

100,0 

15 

23 

53.3 

4.4 

9,2 

109,1 

8 

3 

-62.5 

2.7 

2,5 

-7,4 

2 

6 

200,0 

N.A. 

6,3 

N,A. 

25 

29 

16.0 

3.2 

7,3 

128.1 

48 

56 

16.7 

2,7 

4,1 

51.9 

131 


158 


20.6 


$16.8 


140.5 


■  Includes  only  those  subsidiaries  with  assets  of  more  than  $1  million, 

t These  countries  are  combined  to  protect  confidentiality 

NOTE  This  table  includes  subsidiaries  of  member  banks,  bank  holding  companies  and  Edge  and  Agreement  Corporations,  including 
Edge  branches  and  some  merchant  banks,  N,A,  indicates  data  not  disclosed  for  reasons  of  confidentiality.  Dashes  indicate 
incalculable  percentages, 

SOURCE:  Federal  Reserve  Board;  Appendix  Tables  1-6  and  1-10 


Bank  and  Nonbank  Affiliates 

U,S.  banking  organizations'  minority  investments  in 
foreign  financial  affiliates  are  less  important  than 
branches  and  subsidiaries.  In  1976,  the  only  year  for 
which  data  are  presently  available,  the  total  book  value  of 
all  US,  banking  organizations'  investments  in  foreign 
affiliates  was  less  than  $320  million.  Figures  on  the  total 
assets  of  those  organizations  are  not  available,  and  any 
estimates  are  subject  to  a  wide  margin  of  error.  However, 
based  on  U.S,  banks'  share  of  the  capital  of  those 
organizations  and  estimates  of  common  leveraging  ratios 
in  other  countries,  it  seems  likely  that  the  total  assets  of  all 
foreign  affiliates  in  which  U,S,  banks  held  minority  shares 
may  have  been  on  the  order  of  $25  billion.  Those 
investments  by  U.S.  banks  and  bank  holding  companies 
included  many  "near  bank"  affiliates  overseas,  including 
merchant  or  investment  banks  and  nonbank  institutions 


engaged  in  financially  related  activities.'  In  some 
countries,  such  as  Australia,  Canada  and  Venezuela, 
nonbank  affiliate  investments  are  relatively  important 
because  other  forms  of  foreign  banking  presence  are 
severely  limited. 

Nonbank  Subsidiaries 

As  indicated  in  Table  2.4,  despite  significant  growth  in  the 
numbers  and  total  assets  of  foreign  nonbank  subsidiaries 
of  US,  banking  organizations,  such  institutions  represent 
only  a  small  part  of  US,  banking  organizations'  total 
foreign  presence,  with  a  few  notable  exceptions.  Despite 


■U.S.   banking   organizations'   investments   in   banks  and   nonbank 
affiliates  are  summarized  in  Table  1-11  (Appendix  I). 


Table  2.4 

Growth  of  Foreign  Nonbank  Subsidiaries.'  1973-1977 

(US,  dollars  in  billions) 


Number  of 
Nonbank  Subsidiaries 


1973 


Australia 

Australia 

Belgium  

Brazil 

Canada 

Denmark  

France  

Germany 

India 

Italy 

Japan  

Korea 

Mexico 

Netherlands 

Nigeria 

Spam 

Sweden  

Switzerland  

United  Kingdom 

Venezuela  

Offshore  banking  centers 
All  other  countries 

Total 


1977 


Percent 
change 

31.3 
0 
75,0 
12.5 
29.3 

0 

18.2 

55.6 

0 

0 

0 

0 

33.0 

0 

0 

0 

100.0 

206.3 

-14.3 

0 
9.7 


1973 


Total  Assets 

Percent 

1977 

change 

$   1,1 

450,0 

0 

0 

0 

0 

0,7 

250.0 

3,5 

169.2 

N,A, 

N  A, 

0,6 

500.0 

0.1 

-50,0 

0 

0 

0.1 

— 

N.A. 

N,A, 

0 

0 

0.1 

— 

0.1 

— 

0 

0 

0 

0 

0 

0 

0 

0 

0.6 

50,0 

0.1 

— 

0,8 

0 

3.8 

280,0 

276 


353 


27,9 


;il,6 


176,2 


■  Includes  only  nonbank  subsidiaries  with  assets  of  more  than  $1  million, 

NOTE   This  table  includes  nonbank  subsidiaries  of  member  banks,  bank  holding  companies  and  Edge  and  Agreement  Corporations 
N  A,  indicates  data  not  disclosed  for  reasons  of  confidentiality.  Dashes  indicate  incalculable  percentages, 

SOURCE  Federal  Reserve  Board,  Appendix  Tables  1-12  and  1-16, 


almost  tripling  in  the  4  years  from  1 973  to  1 977,  the  total 
assets  of  foreign  nonbank  subsidiaries  amounted  to  only 
about  $1 2  billion  at  the  end  of  1 977.  The  sharp  growth  in 
the  number  of  those  institutions  is  attributable  to  the 
establishment  of  nonbank  subsidiaries  in  countries  that 
prohibit  other  forms  of  U.S.  banking  presence,  notably 
Canada,  and  to  the  establishment  of  specialized  financial 
institutions  in  countries  such  as  the  IJ.K. 

In  a  number  of  countries,  nonbank  subsidiaries  are  able 
to  operate  in  areas  of  the  financial  market  that  would  be 
considered  commercial  banking  in  the  U.S.  Often, 
consumer  and  industrial  finance  companies  are  able  to 
make  retail  or  small  business  loans  but  are  not 
considered  banks  because  they  obtain  funds  from  money 
markets  or  parent  institutions  rather  than  from  retail  or 
commercial  depositors.  Other  near  bank  subsidiaries  are 
restricted  to  wholesale  banking  activities. 


Summary 


U.S.  banks  are  represented  abroad  through  branch, 
subsidiary,  and  affiliate  operations.  In  foreign  markets 
which  prohibit  direct  banking  presence  through  any  of 
those  institutional  forms,  nonbank  subsidiaries  or  affil- 
iates which  offer  services  closely  related  to  banking  have 
been  established,  A  number  of  economic  factors  have 
contributed  to  the  expansion  of  U,S,  banks'  overseas 
activities  in  the  last  25  years.  They  include  the  growth  in 
U.S.  multinational  firms  and  their  need  for  overseas 
funding  and  financial  services,  the  desire  by  U.S.  banks  to 
expand  their  markets  beyond  the  geographical  boundar- 
ies of  their  home  state,  and  the  need  to  assist  domestic 
firms  that  require  foreign  banking  services  but  do  not  have 
overseas  establishments. 
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Beginning  In  1965,  several  Important  regulatory  and 
Institutional  changes.  Including  easing  of  restrictions  on 
US.  banks'  acquisition  of  foreign  Investments,  the  growth 
of  the  Eurodollar  market,  and  the  development  of  offshore 
branch  operations,  contributed  to  an  even  more  rapid 
expansion  of  U.S.  banks'  foreign  operations. 

Various  factors  Influence  the  institutional  form  a  U.S. 
bank  chooses  when  entering  a  particular  country. 
Restrictions  imposed  by  the  host  country  are  of  para- 
mount importance.  Branches  are  the  most  important  form 
of  U.S.  presence  abroad  because  they  enhance  control 
and  operational  efficiency.  Subsidiaries  are  often  estab- 
lished as  substitutes  for  branches  in  countries  which 
restrict  branch  entry,  as  a  means  of  obtaining  better 
access  to  a  country's  domestic  deposit  base,  or  because 
of  tax  considerations.  U.S.  banks  have  also  established  a 
significant  number  of  nonbank  subsidiaries  to  engage  in 
related  activities  such  as  leasing,  consumer  finance,  and 


factoring.  U.S.  banks  sometimes  acquire  minority  inter- 
ests in  foreign  banks  because  no  other  means  of  entry  is 
available,  to  gain  experience  in  a  new  environment,  or  to 
pool  their  expertise  and  resources  with  those  of  others  on 
a  joint  venture  basis. 

While  the  number  of  foreign  branches  of  US.  banks 
increased  only  modestly  from  1 973  to  1 977,  their  assets 
nearly  doubled  to  $227  billion.  The  number  of  U.S. -owned 
foreign  banking  subsidiaries  increased  by  20  percent 
during  the  4-year  period,  and  their  assets  more  than 
doubled  to  $40  billion  as  of  December  1  977.  In  1 976,  the 
total  book  value  of  all  U.S.  banking  organizations' 
investments  in  foreign  bank  affiliates  was  close  to  $320 
million.  Assets  of  nonbank  subsidiaries  of  U.S.  banking 
organizations,  despite  almost  tripling  over  the  4  years 
from  1 973  to  1 977,  amounted  to  only  about  $1 2  billion  at 
the  end  of  1977. 


3.  A  Survey  of  the  Literature  on  U.S. 
Banking  Overseas 


The  emergence  of  contemporary  multinational  banking 
has  been  rapid  and  dramatic.  Its  origins  lie  in  the  growth  of 
world  trade  and  of  the  direct  US-  investment  abroad  that 
occurred  after  World  War  II,  US-  banks  were  leaders  in 
this  movement  as  they  followed  their  multinational 
corporate  customers  overseas.  According  to  Sir  John 
Thomson, 

The  multinational  company  was  rapidly  growing  in 
importance  and  would  require  a  truly  international 
service  far  wider  than  that  which  the  traditonal 
overseas  bank  could  provide.  The  U.S.  banks  were 
the  first  to  grasp  the  significance  of  this  .  .  .  devel- 
opment, and  their  consequent  rapid  expansion 
tfiroughout  the  world  forced  rival  banks  to  redefine 
their  objectives,  they  began  to  realize  that,  unless 
they  also  went  international,  they  could  not  hope  to 
win  their  share  of  [this]  very  important  new 
market,'  .  .  . 

During  the  1950's,  the  demands  of  multinational 
corporations  on  the  international  banking  community 
became  greater  and  more  complex.  International  banks 
evolved  into  "one  stop  banks"  for  their  multinational 
clients,  offering  continually  wider  choices  of  financing 
writing  ever  larger  loans  and,  to  distribute  risk,  forming 
partnerships  and  consortia  arrangements.  Loan  syndica- 
tions placed  through  Eurocurrency  markets  linked  the 
activities  and  objectives  of  major  banks  throughout  the 
world.  Commenting  on  this  George  Vojta  has  stated. 

The  conclusion  is  that  the  private  American  banking 
system  has  locked  on  to  a  basic  change  in  role,  as  a 
consequence  of  the  inadequacies  of  the  post  World 
War  II  structure  to  deal  with  contemporary  problems, 
and  as  a  result  of  the  integration  of  the  U.S.  dollar  on  a 
global  basis.  A  new  pattern  of  global  intermediation 
has  been  established. 


We  now  find  the  major  American  banks  financing 
multinational  and  national  corporations,  govern- 
ments and  governmental  agencies  on  short  and  long 
terms  and  serving  as  both  commercial  bankers  and 
merchant  bankers  in  foreign  and  local  currencies,  in 
addition  to  their  classic  role  of  financiers  of  trade.  All 
of  this  has  happened  in  a  very  short  period  of  time." 


IVIoreover,  the  petroleum  crisis  of  the  mid-70's  has 
fostered  additional  roles  tor  multinational  banks  involving 
the  recycling  of  petrodollars  to  fund  the  deficits  of  oil 
importing  nations  and  the  financing  of  economic 
development  projects.  In  effect,  multinational  banks  have 
assumed,  to  some  extent,  the  function  of  lenders  of  last 
resort  to  sovereign  nations,  a  role  traditionally  reserved 
for  official  institutions. 

In  light  of  those  continuing,  rapid  changes  it  is  not 
surprising  that  the  existing  body  of  literature  on  official 
treatment  of  multinational  banking  is  somewhat  sparse. 
Statistical  compilation  and  descriptive  and  analytical 
research  simply  have  not  kept  pace  with  real  world 
developments.  It  is  the  purpose  of  this  chapter  to  identify 
and  describe  major  previous  studies  which  bear  on  the 
report  at  hand.  The  objective  of  this  report  is  to  describe 
the  competitive  opportunities  for  U.S.  banks  in  foreign 
countries,  and  to  identify  possible  discriminatory  or 
differential  treatment  which  bears  on  them.  Primary  points 
of  interest  for  each  host  country,  therefore,  are  the  extent 
of  American  banking  presence,  the  nature  of  the  banking 
system,  the  types  of  business  U.S.  banks  conduct  there, 
and  the  entry  or  operating  restrictions  they  may 
encounter  as  a  result  of  laws,  regulations  or  administra- 
tive practice.  Accordingly,  only  studies  which  bear 
directly  on  these  issues  are  cited  here.  Analytical  works  of 
a  theoretical  or  empirical  nature  are  cited  separately  in 
Appendix  IV,  Selected  Bibliography. 

While  all  analytical  and  descriptive  works  undertaken  to 
date  are  important  in  their  own  right,  they  have  also 
contributed  greatly  to  the  structure  and  content  of  this 
study.  By  identifying  the  relevant  issues  to  be  examined 
they  have  helped  to  establish  the  framework  for  the 
chapters  that  follow 

The  seminal  study  in  this  field  is  a  report  prepared  by 
the  American  Bankers  Association  for  presentation  to  the 
Joint  Economic  Committee  of  the  90th  Congress.'  The 
contents  of  that  report  were  derived  from  a  survey  of  U.S. 
banks  active  in  the  international  field  at  that  time  (1967), 
which  consisted  of  1 3  banks  with  a  total  of  244  overseas 
branches.  Twenty-six  countries  were  selected  for  study. 
That  report  was  particularly  useful  in  establishing  the 
important  distinction  between  restrictions  on  entry  into  a 
given    foreign    market   and   the  operating   constraints 


'U.S.  Congress,  Senate  Committee  on  Banking,  Housing  and  Urban 
Affairs,  "Multinational  Banking."  printed  for  thie  use  of  the  Committee. 
U  S.  Government  Printing  Office,  Washington,  DC  .  1976,  p.  2. 
George  J.  Vojta,  "The  Internationalization  of  the  American  Banking 
System."  The  New  School.  January  18,  1977,  pp.  10-12. 


^U.S.  Congress,  Joint  Economic  Committee,  "Economic  Policies  and 
Practices."  Paper  No  1 0,  Foreign  Government  Restraints  on  United 
States  Banli  Operations  Abroad.  U.S.  Government  Printing  Office. 
Washington,  DC,  1967. 
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encountered  once  there.  Additionally,  data  were  supplied 
on  the  assets  and  liabilities  of  foreign  branches  of  U.S. 
banks.  The  report  also  included  a  thoughtful  analysis  of 
various  underlying  motives  explaining  the  attitudes  of 
foreign  governments  toward  a  U.S.  banking  presence 
The  study's  contemporary  relevance  is  impaired  only  by 
the  obsolescence  of  the  data  and  the  fact  that  a  great 
many  countries  escaped  coverage. 

The  second  major  contribution  in  this  field  is  Part  4  of 
the  Congressional  FINE  Study,  and  its  appendices.-"  That 
work  presented  a  detailed  picture  of  the  extent  of  U.S. 
overseas  presence,  including  disaggregation  of  data  by 
organizational  form— branches,  subsidiaries  and  affil- 
iates. The  report  was  prepared  by  professional  staff 
members  of  the  House  Committee  on  Banking,  Currency 
and  Housing  and,  again,  covers  both  operating  and  entry 
restrictions  affecting  U.S.  banks'  foreign  operations. 
Comprehensive  information  was  provided  on  53  selected 
countries,  and  28  of  those  were  chosen  for  detailed 
discussion.  The  socialist  countries,  among  others,  were 
excluded  on  the  grounds  of  limited  U.S.  banking  interest 
or  small  domestic  economies.  This  1 976  study  stands  as 
the  most  detailed  and  comprehensive  compilation  of 
foreign  countries'  regulatory  policies  toward  U.S.  banking 
that  has  been  undertaken  to  date 

In  separate  testimony  that  same  year.  Deputy  Secre- 
tary of  the  Treasury,  Stephen  S.  Gardner  summarized  the 
findings  of  1974  and  1975  inquiries  by  the  Treasury  and 
State  Departments  regarding  regulation  of  U.S.  banks 
abroad.'  Five  European  countries  were  chosen  for 
coverage  and  information  was  gathered  by  U.S.  Embassy 
personnel  in  those  countries.  The  Embassy  reports 
attached  to  Gardner's  testimony  emphasize  the  concept 
of  national  treatment,  and  provide  detailed  information  on 
laws,  regulations  and  administrative  practices  that  bear 
on  foreign  bank  entry  and  operation  in  the  five  countries. 

A  study  much  more  limited  in  scope  and  detail  was 
published  by  the  Canadian  Bankers'  Association  in  1 973.- 
Only  13  countries  with  large  domestic  economies  were 


'FINE  Financial  Inslilulions  and  the  Nalions's  Economy.  Book  II 
Compendium  of  Papers  Prepared  for  tlie  FINE  Study,  Pari  4- 
International  Banking,  Chapter  4  Foreign  Banking  Laws  and  Regula 
tions  Governing  Overseas  Operations  of  U  S  Banks,  and  Appendix  B 
Laws  Regulating  U.S.  Banks  Overseas,  House  Committee  on  Banking 
Currency  and  Housing,  94tti  Congress,  second  session,  US  Govern 
ment  Printing  Office,  Wasfiington,  D.C  ,  June  1976 

From  Hearings  before  tfie  Subcommittee  on  Financial  Institutions  of  the 
Senate  Committee  on  Banking,  Housing  and  Urban  Affairs,  9th 
Congress,  second  session,  January  28-30,  1976,  US  Government 
Printing  Office,  Washington,  DC  ,  pp  279-231 

■  "The  Establishment  and  Scope  of  Operations  of  Foreign  Banks  in 
Selected  Countries,"  Canadian  Bankers'  Association,  Study  f*23. 
February  1973. 


chosen  for  coverage,  and  emphasis  was  placed  almost 
solely  on  the  practical  procedural  requirements  for 
obtaining  a  license  to  operate  in  them.  The  main  purpose 
of  the  report  was  to  provide  a  guide  to  member  Canadian 
banks  that  wished  to  enter  these  markets.  No  information 
on  host  government  operating  restrictions  or  banking 
structures  was  included  in  the  report. 

Finally,  Terrell,'  in  a  study  paper  for  the  Federal  Reserve 
Board,  selected  13  foreign  nations  and  researched  the 
principal  restraints  on  the  activities  of  U.S.  banks  in  each 
of  them.  As  a  concomitant  issue,  he  examined  the 
activities  in  each  foreign  country  which  are  permitted  to 
commercial  banks  operating  there  but  which  are  denied 
to  commercial  banks  operating  there  but  which  are 
denied  to  commercial  banks  operating  in  the  U.S.  The 
emphasis  in  this  paper  was  primarily  on  operating 
restrictions  as  opposed  to  entry  barriers.  His  primary 
source  of  information  was  extensive  discussions  with 
commercial  bankers  in  U.S.  banks  with  large  overseas 
networks. 

His  principal  conclusions  were  that, 

U.S.  banks  operate  in  a  [wide]  variety  of  regulatory 
environments  abroad  [and)  it  is  generally  but  not 
universally  true  that  [they]  are  treated  similar  (sic)  to 
indigenous  banks  in  most  industrialized  coun- 
tries ...  but  in  almost  all  countries  surveyed  there  is 
some  tacit  or  explicit  understanding  with  the 
regulatory  authorities  that  U.S.  banks  will  confine 
their  activities  to  the  international  area  and  will  not  be 
active  competitors  for  purely  local  banking  busi- 
ness.* 

Only  the  fact  that  a  very  small  number  of  countries  was 
studied  limits  the  usefulness  of  his  work. 

Given  the  thrust  of  the  Congressional  mandate  to 
produce  a  thorough  study  of  contemporary  conditions 
facing  U.S.  banks  overseas,  preparation  of  this  report 
included  expansion  of  the  country  coverage  base  to  1 40 
nations,  a  survey  of  all  U.S.  banks  having  branch, 
subsidiary  or  affiliate  operations  abroad,  consultation  with 
knowledgeable  government  experts  and  regulators  in  a 
wide  variety  of  agencies,  and  solicitation  of  information 
from  American  diplomatic  posts  in  every  foreign  nation 
which  the  U.S.  recognizes.  Banking  officials  in  host 
governments  were  consulted  for  clarifications  or  com- 
ments in  some  cases.  Finally,  the  concepts  of  entry 
restrictions  and  operating  constraints  were  expanded  to 
include  unwritten  administrative  practices  as  well  as  laws 
and  regulations.  These  two  forms  of  restrictions  are 
discussed  in  Chapters  5  and  6. 


Henry  S.  Terrell,  "Activities  Permitted  to  Commercial  Banks  in  Selected 
Foreign  Countries,"  Federal  Reserve  Board,  Foreign  Operations  Task 

Force.  Study  Paper  No  4,  August  1979 

"Ibid.,  p  3 
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4.  Concepts  Relating  to  Restraints 
on  Foreign  Bank  Competition 


To  determine  whether  foreign  banks  are  accorded 
equality  of  competitive  opportunity  in  a  particular  country, 
it  is  necessary  to  examine  in  detail  how  the  nation's  laws, 
regulations,  policies  and  administrative  practices  affect 
existing  or  desired  foreign  bank  operations  relative  to 
indigenous  banks.  Except  in  the  simplest  cases,  a 
straightforward  listing  and  comparison  of  banking  laws 
and  regulations  is  inadequate.  As  indicated  in  Chapter  1 , 
a  pragmatic  impact-  or  effects-oriented  test  is  required  for 
assessing  the  overall  climate  affecting  foreign  banks  in  a 
given  country. 

This  chapter  describes  some  basic  concepts  that  are 
useful  in  evaluating  the  effects  of  various  restrictions  on 
foreign  bank  operations  and,  thus,  for  arriving  at  a 
balanced  judgment  as  to  whether  equality  of  competitive 
opportunity  exists  for  foreign  banks  in  a  particular  country. 
The  first  section  introduces  a  general  framework  for 
identifying  distinct  types  of  restrictions  affecting  foreign 
banks  and  classifies  host  country  banking  markets 
according  to  their  competitive  characteristics.  The  next 
section  contains  some  general  observations  about  how 
different  combinations  of  market  conditions  and  restric- 
tions on  foreign  bank  operations  are  likely  to  affect  foreign 
and  domestic  banks,  and  the  performance  of  the  host 
country's  banking  system.  Finally,  reasons  why  some 
countries  may  choose  to  impose  various  restraints  on 
foreign  bank  competition  are  briefly  examined. 

Classification  of  Restrictions  and  Market 
Conditions 

Official  constraints  on  foreign  banks  take  the  form  of  entry 
restrictions  and  restraints  on  the  operations  of  banks 
already  established  in  the  host  country's  market. 
Restrictions  on  foreign  bank  entry,  whether  by  law  or  by 
administrative  policy  or  practice,  range  from  total 
prohibition  of  foreign  bank  presence  within  a  country  to 
various  limitations  on  organizational  forms  allowed. 
Particular  forms  of  entry— such  as  establishment  of 
branches  or  a  subsidiary  bank,  or  acquisition  of  equity 
interest  in  an  existing  bank— may  be  specifically 
restricted.  Or,  foreign  bank  presence  may  be  limited  only 
to  representative  offices  which  do  not  engage  in  any 
direct  banking  transactions.  Entry  restrictions  are  re- 
viewed in  detail  in  Chapter  5. 

Regulations  affecting  the  operations  of  foreign  banks 
already  established  in  a  country  may  be  categorized  for 
simplicity  into  two  types  according  to  their  economic 
impact  on  the  banks'  operations.  Most  restrictions  on 
bank  operations  increase  their  cost  and  thus  have  effects 


that  are  equivalent  to  the  imposition  of  a  tax.  When  a  "tax- 
like" restriction  is  imposed,  it  costs  a  bank  more  to  extend 
credit  (or  provide  any  other  bank  service),  and  the  bank 
will  generally  charge  higher  rates  and  extend  less  credit 
as  a  result.  An  example  of  a  "tax-like"  regulation  is 
reserve  requirements.  Banks  that  are  subject  to  higher 
effective  reserve  requirements  than  domestic  banks, 
suffer  a  competitive  disadvantage  identical  in  effect  to  the 
imposition  of  a  differentially  higher  tax. 

The  second  category  of  regulations  affecting  bank 
operations  is  restrictions  that  are  equivalent  in  effect  to 
quotas.  "Ouota-like"  restrictions  on  banks  set  absolute 
limits  on  the  amount  of  credit  or  services  that  banks  may 
offer.  Faced  with  quotas,  banks  are  restricted  in  the 
amount  of  credit  or  services  they  can  offer,  which  is 
detrimental  to  both  them  and  their  customers.  Quota-like 
restrictions  may  directly  limit  the  competitive  opportunity 
of  foreign  banks.  For  example,  foreign  bank  operations 
may  be  effectively  restrained  by  absolute  limits  on  the 
amount  of  capital  they  are  allowed  to  dedicate  to  their 
operations  within  a  foreign  country. 

Although  official  restraints  on  foreign  bank  operations 
take  many  different  forms  in  practice,  as  discussed  in 
Chapter  6,  they  can  all  be  viewed,  conceptually,  as  having 
either  "tax-like"  or  "quota-like"  effects.  Examples  of  both 
types  of  restraints  are  given  in  Table  4.1 

Table  4,1 

Example  of  ■'Tax-like"  and  ■■Quota-like"  Restrictions 

on  Foreign  Banks 

"Tax-like"  Restrictions* 

Differential  reserve  requirements 

Prohibitions  against  accepting  retail  deposits 

Prohibitions  against  foreign  exchange  transactions 

No  access  to  rediscount  facilities 

No  access  to  subsidized  funds  for  export  financing 

"Quota-like"  Restrictions 

Credit/lending  ceilings 

Specified  loan  portfolio  structure 

Swap  limits 

Required    capital    to    asset    ratios    combined    with 

capitalization  limits 
Ceilings  on  loans  in  domestic  currency 
Ceilings  on  loans  in  foreign  currencies 
Prohibition  or  limitation  on  branching 


'Most  of  these  restrictions  effectively  increase  funding  or  otfier  costs 
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Similarly,  even  though  the  structure  of  actual  banking 
markets  is  quite  complex,  conceptually,  market  environ- 
ments may  be  categorized  as  competitive,  uncompetitive, 
or  administered.  Highly  competitive  markets  are  the 
familiar  paradigm  of  the  economics  textbook  model. 
Rivalry  among  banks  is  intense.  Banks  must  operate 
efficiently  to  survive,  and  performance  of  the  banking 
system  benefits  bank  customers,  in  terms  of  interest  rates 
they  pay  on  loans,  the  volume  of  credit  granted,  and  the 
quality  and  variety  of  service  provided.  By  contrast,  in 
uncompetitive  banking  markets,  banks  may  enter  into 
cartel  arrangements  or  informal  "gentlemen's  agree- 
ments," or  traditional  rivalry  among  banks  may  simply  not 
be  very  intense.  In  contrast  to  a  competitive  market,  the 
volume  of  credit  is  lower,  interest  rates  on  loans  are 
higher,  the  quality  of  services  is  less  and  inefficient  banks 
are  protected. 

In  administered  markets,  interest  rates,  the  volume  of 
credit  extended  by  banks  and,  often,  the  allocation  of 
credit  to  particular  sectors  of  the  economy,  are  largely 
determined  by  the  government.  The  government  may 
also  mandate  specific  minimum  amounts  of  credit  to 
preferred  economic  sectors,  or  limit  the  amount  of  credit 
extended  by  banks,  sometimes  primarily  for  domestic 
monetary  control  purposes.  Some  loan  rates  may  be  set 
at  artificially  low  levels  in  order  to  subsidize  borrowers  in 
favored  sectors  of  the  economy.  The  result  of  such 
preference  may  raise  credit  costs  to  other  borrowers.  The 
performance  of  the  banking  system  in  terms  of  prices  and 
volume  of  credit  may  bear  little  resemblance  to  competi- 
tive market  results,  and  efficiency  of  the  banking  sector  is 
often  seriously  impaired. 

Effects  of  Restrictions  Under  Different 
Market  Conditions 

In  any  particular  country  the  effects  on  foreign  banks  of 
entry  restrictions  and  operating  restrictions  differ  accord- 
ing to; 

(1)  The  inherent  competitiveness  of  the  host  country 
banking  system; 

(2)  the  specific  segments  of  the  banking  market  in 
which  foreign  banks  seek  to  participate; 

(3)  the  relative  efficiency  of  indigenous  and  foreign 
banks;  and 

(4)  other  government  policies  affecting  the  banking 
system. 

Among  these  conditions,  the  most  important  factor  is 
probably  the  first— the  competitive  conditions  in  the  host 
country's  banking  market.  Foreign  banks'  presence  can 
affect  the  competitive  environment  in  two  different  ways. 
First,  their  presence  may  change  the  structure  of  the 
market  or  directly  influence  the  behavior  of  other  banks, 
thus  making  the  market  more  competitive.  Second,  their 
presence  may  increase  efficiency,  even  in  an  already 
competitive  market,  if  they  introduce  newtechniquesand 
strategies.  The  impact  of  any  restriction  on  foreign  banks, 
therefore,  depends  largely  on  how  much  it  infiibits 
competition  or  prevents  efficient  production,  or  both.  If 
banks  in  the  domestic  market  are  already  operating  at  a 
high  level  of  efficiency,  new  entry  by  foreign  banks,  or 


lessening  of  restraints  on  their  operations,  may  not  have 
much  effect  on  the  performance  of  the  banking  market  in 
terms  of  the  prices,  variety,  quality  and  quantity  of  credit 
and  other  services  offered.  Although  some  restraints  on 
foreign  bank  operations  may  appear  quite  servere— tor 
example,  prohibition  against  foreign  banks  engaging  in 
certain  activities— they  do  not  necessarily  have  a 
substantial  impact  on  foreign  banks.  Some  nations  may 
deliberately  restrict  foreign  banks'  activity  to  particular 
segments  of  the  market  where  their  expertise,  resources 
and  global  connections  may  make  a  particular  contribu- 
tion to  the  local  economy.  The  host  government  may 
permit  them  to  operate  on  an  unrestricted  basis  in  those 
areas  while  at  the  same  time  imposing  restraints  for  the 
purpose  of  reserving  other  segments  of  the  market  for 
domestic  banks. 

Different  combinations  of  market  conditions  and  types 
of  restrictions  imposed  on  foreign  banks  in  a  particular 
country  imply— in  theory,  at  least— different  effects  on 
foreign  banks,  domestic  banks,  consumers  of  banking 
services  and  the  overall  performance  of  the  domestic 
banking  system.  Although  effects  of  regulatory  changes 
in  the  real  world  are  extremely  difficult  to  predict,  in  some 
situations  the  most  likely  effects  are  quite  clear.  For 
example,  if  a  domestic  banking  market  is  relatively 
uncompetitive,  a  regulatory  change  that  reduces  res- 
traints on  foreign  bank  competition— whether  by  permit- 
ting new  entry  of  foreign  banks  or  by  reducing  restrictions 
on  their  operations  in  the  market— will  produce  benefits 
for  consumers  of  banking  services  and  the  economy  as  a 
whole.  The  trade-off  may  be  some  loss  of  market  share  by 
domestic  banks  to  their  foreign  bank  competitors.  Over 
the  longer  term,  gains  due  to  increased  efficiency  will 
usually  strengthen  the  domestic  system  overall. 

In  other  cases— particularly  when  administered 
markets  are  involved— the  effects  of  removing  particular 
restrictions  are  less  readily  predictable,  even  with 
detailed  knowledge  of  the  particular  system.  In  most 
cases,  however,  it  is  possible  to  identify  the  combination 
of  market  conditions  and  restraints  on  foreign  banks 
which  exist  in  a  given  market  and  then  to  predictthe  likely 
changes  in  banking  costs,  volume,  and  allocation  of  credit 
that  would  occur  if  differential  regulations  were  eliminated 
or  significantly  reduced.  Given  different  assumptions 
about  prevailing  market  conditions  and  regulatory 
changes,  standard  economic  analysis  can  indicate  the 
most  likely  changes  that  would  occur.  The  most  likely 
results  of  regulatory  changes  in  different  combinations  of 
circumstances  are  shown  in  Table  4.2. 

According  to  the  standard  analysis,  lessening  of 
regulatory  restrictions  will  produce  changes  in  the  price 
and  availability  of  credit  (and  other  banking  services),  and 
changes  in  the  market  shares  of  foreign  and  domestic 
banks  and  in  the  efficiency  of  the  banking  system— 
generally  to  the  benefit  of  domestic  consumers  and  the 
economy  as  a  whole.  Whether  and  to  what  extent  any  of 
these  changes  would  occur  in  a  real  situation  involving 
other  circumstances  that  are  difficult  to  account  for  even 
in  a  complex  economic  model,  would  depend  on  the 
importance  of  any  actual  regulatory  change  and  a  host  of 
other  considerations. 

In  spite  of  the  complexity  and  uncertainty  of  such 
predictions,  the  likely  direction  of  changes  is  often  clear 
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Table  4.2 
Likely  Relative  Effects  of  Removal  of  Discriminatory  Restrictions  on  Foreign  Banks 

Effects  on: 


Restrictions  to  be  Removed, 
under  Various  Market  Conditions 


Foreign 
Banks' 


Limitations  on  Entry: 

Competitive  market gain 

Uncompetitive  market some  gain 

Tax-like  Restrictions: 
Competitive  market,  no 

new  entry small  gain 

Uncompetitive  market, 

no  new  entry some  gam 

Competitive  market, 

new  entry  permitted small  gam 

Uncompetitive  market, 

new  entry  permitted gain 

Quota-like  Restrictions: 
Competitive  market,  no 

new  entry some  gam 

Uncompetitive  market, 

no  new  entry gain 

Competitive  market. 

new  entry  permitted some  gain 

Uncompetitive  market, 

new  entry  permitted some  gain 

Discriminatory  administration  in 
administered  banking  system uncertam 


Domestic 
Banks' 


loss 

some  loss 


small  loss 

some  loss 

small  loss 

loss 

some  loss 

loss 
some  loss 

loss 

uncertain 


Domestic 
Consumers 


some  gam 
large  gam 


small  gam 

gam 
small  gam 

gain 

some  gain 

gam 
some  gam 

gam 

uncertain- 
some  gam, 
some  may  lose. 


l-fost  Country's 
Economy 


some  gam 
large  gam 


small  gam 

some  gam 

small  gam 

gain 

some  gain 
some  gain 
some  gam 
some  gam 

gain 


"Anticipated  effects  primarily  in  terms  of  market  sfiare 

enough  to  form  the  basis  for  policy  decisions  As 
indicated  in  some  of  the  later  chapters  m  this  report, 
economic  analysis  of  this  type  can  provide  a  reasonable 
basis  for  government  action  to  enhance  competitive 
opportunities  of  foreign  banks  in  the  domestic  markets. 

Reasons  for  Official  Restraints  on  Foreign 

Banks 

In  spite  of  the  economic  gains  that  can  generally  be 
expected  from  international  banking  competition  or 
regulatory  changes  that  would  intensity  competition  and 
improve  performance  within  a  domestic  banking  market, 
nations  may.  nonetheless,  choose  to  exclude  or  restrain 
foreign  bank  competitors  for  a  variety  of  reasons. 

Banking  is  a  key  sector  in  most  economies.  The 
banking  sector  may  be  seen  as  an  instrument  of  national 
economic  policy.  In  addition  to  controlling  monetary 
growth  through  controls  on  the  banking  system,  govern- 
ments may  regard  banks  as  appropriate  vehicles  for 
controlling  the  allocation  of  credit  or  for  promoting  broad 
economic  development  or  balance  of  payments  objec- 
tives. Even  though  regulations  designed  to  foster 
national  policy  objectives  can  be  applied  to  foreign  banks 


as  well  as  domestic  banks,  some  governments  may  feel 
that  they  are  able  to  exert  more  effective  control  over 
domestic  banks.  As  a  result,  they  may  deliberately  limit 
foreign  bank  presence  or  exclude  them  altogether,  or  they 
may  impose  strict  limits  on  foreign  bank  activities. 

In  socialist  countries  where  the  government  exerts 
comprehensive  control  over  the  economy  and  the 
indigenous  banking  system  is  nationalized,  governments 
may  recognize  particular  ways  foreign  banks  could  serve 
their  economic  objectives.  They  may  therefore  permit  a 
limited  foreign  bank  presence.  In  non-socialist  countries 
as  well,  official  treatment  of  foreign  banks  may  be 
designed  to  restrict  foreign  bank  activity  to  particular 
segments  of  the  financial  market  where  their  expertise  is 
especially  valued  or  where  domestic  banks  are  incapable 
of  providing  effective  services. 

A  desire  to  protect  the  indigenous  banking  system  from 
more  efficient  or  aggressive  foreign  bank  competition 
may  be  an  important  motive  in  some  countries.  For 
example,  m  countries  where  the  domestic  banking 
system  is  relatively  underdeveloped,  the  underlying 
rationale  may  be  similar  to  the  "infant  industry"  argument 
in  international  trade,  i.e.,  immature  domestic  industries 
should  be  protected  from  foreign  competition  until  they 


17 


are  able  to  stand  on  their  own.  Where  local  banks  are 
strong,  restrictions  on  foreign  bank  competition  may  stem 
from  other  concerns.  In  some  cases  there  may  be  a 
strong  desire  to  maintain  domestic  ownership  of  banking 
for  nationalistic  or  cultural  reasons,  In  other  cases, 
restrictive  policies  may  result  from  the  strong  political 
influence  of  domestic  factors. 

Limitations  on  new  foreign  bank  entry  or  an  expansion 
of  established  foreign  banks  may  reflect  prudential 
concerns.  A  fear  that  "overbanking"  or  cut-throat 
competition  among  banks  may  lead  to  disruptive  bank 


failures  may  appear  to  justify  exclusion  of  foreign  banks  or 
may  be  the  reason  for  temporary  moratoriums  on  new 
entry. 

In  the  following  chapters,  examples  of  the  various 
rationales  for  restrictions  on  foreign  bank  competition  will 
be  discussed  in  the  contexts  of  individual  countries.  Many 
of  the  reasons  for  official  restraints  on  foreign  bank  entry 
or  operations  reflect  political  or  other  noneconomic 
concerns  so  that  judgments  about  their  validity  or 
possible  overuse  in  some  circumstances  are  beyond  the 
realm  of  objective  analysis. 


5.  Entry  Restrictions 


Banks  seek  entry  to  foreign  markets  to  maintain  or 
expand  profitable  business  opportunities.  Operating 
restrictions  become  relevant  only  after  a  bank  has  gained 
access  to  the  foreign  banking  market.  Entry  restrictions— 
their  forms,  their  prevalence,  their  effects  on  foreign 
banks,  and  the  rationale  for  their  use— are  the  subject  of 
this  chapter.  Operating  restrictions  imposed  upon  foreign 
banks  after  they  have  entered  a  market  are  discussed  in 
the  next  chapter 

Entry  policies  toward  foreign  banks  range  across  a 
spectrum  from  prohibitions  against  any  foreign  banking 
presence  at  all  to  admission  of  foreign  banks  in  any 
institutional  form  the  bank  prefers.  Very  few  countries 
have  policies  lying  at  either  of  these  two  extremes.  Some 
limitations  on  foreign  banks'  choices  of  how  entry  can  be 
accomplished  are  imposed  by  nearly  all  countries. 

Entry  restrictions  are  frequently  not  clear-cut.  This 
chapter  focuses  on  the  restrictions  applied  to  foreign 
bank  entry  prevailing  around  mid-1979.  Policies  are,  of 
course,  subject  to  change,  and  even  at  a  given  time,  other 
ambiguities  with  respect  to  entry  conditions  arise. 

Certainly  there  are  cases  where  laws  are  very  explicit; 
prohibitions  of  certain  types  of  foreign  bank  entry  are  a 
good  example.  Nevertheless,  there  are  numerous 
instances  wfiere  restrictions  are  not  imposed  by  laws  or 
formal  policy  declarations,  but  are  accomplished  through 
administrative  practice.  Where  this  occurs,  entry  policy 
becomes  clearly  defined  only  by  test  cases  of  banks 
seeking  entry.  Several  countries'  policies  on  foreign 
acquisition  of  domestic  banks  are  of  this  uncertain  nature. 
And.  finally,  the  interpretation  of  existing  entry  criteria  may 
be  particularly  difficult  when  one  of  the  criteria  is  some 
form  of  reciprocity. 

To  help  understand  the  difficulties  surrounding  the 
interpretation  of  entry  policies,  key  elements  of  the 
present  restrictions  on  entry  are  discussed  in  the  first 
sections  of  this  chapter.  This  discussion  is  followed  by 
listings  of  countries  grouped  according  to  type  of  entry 
restrictions,  beginning  with  the  most  restrictive.  In 
general,  each  successive  group  of  countries  tends 
toward  increasingly  liberal  entry  policies.  The  last  table  in 
this  chapter  summarizes  the  type  of  entry  restrictions 
imposed  by  140  countries. 

Time  Horizon 

The  clearest  form  of  discrimination  is  complete  exclusion 
from  the  market.  In  practice,  very  few  countries  deny 
foreign  banks  any  presence,  and  those  are  countries  in 


which  U.S.  banks  have,  for  the  most  part,  expressed  little 
interest.  Kuwait  is  a  significant  exception.  There  are, 
however,  two  fairly  prevalent  circumstances  in  which  U.S. 
banks'  desires  to  establish  a  banking  presence  conflict 
with  some  countries'  restrictive  entry  polcies.  First,  U.S. 
banks  may  desire  entry  in  a  specific  form  prohibited  by  the 
country  in  question.  Second,  U.S.  banks  may  have 
entered  a  market  in  the  desired  form  during  some 
historical  period,  but  can  no  longer  do  so. 

The  13  countries  which  U.S.  banks  cited  most 
frequently  for  restricting  entry  in  the  desired  form  are 
listed  in  Table  5.1.  This  table  is  based  on  U.S.  banks' 

Table  5.1 

Countries  Most  Often  Cited  By  U.S.  Banks  As 
Denying  Desired  Entry  in  the  Preferred  form 


Country 

Number  of 
Banks 
Desiring 
Entry  in 

Some  Form 

Most  Desired  Forms  of  Entry 

Mexico 

23 

Branch(21),DNS(1),SBA(1 

Canada 

19 

Branch  (19) 

Brazil 

18 

Branch  (18),  DNS  (1) 

Venezuela  — 

17 

Branch(13),DNS(1),RO(3) 

Australia 

15 

Branch  (14),  DNS  (1) 

Philippines 

11 

Branch  (10),  RO  (1) 

Saudi  Arabia  . . 

9 

Branch   (8),  RO  (1) 

Kuwait 

8 

Branch  (7),  RO  (1) 

Colombia 

8 

Branch  (7),  DNS  (1) 

Indonesia 

7 

Branch  (7) 

Thailand 

7 

Branch  (7) 

Malaysia 

6 

Branch  (6) 

Singapore 

6 

Branch  (5),  RO  (1) 

Definitions: 
SBA— subsidiary  by  acquisition 
DNS— de  novo  subsidiary. 
RO— representative  office. 
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responses  to  the  questionnaire  distributed  for  this  study. 
Responding  banks  listed  those  countries  where  they 
would  nnost  like  to  have  a  presence  but  currently  are  not 
located,  either  because  all  entry  is  restricted  or  because 
their  preferred  form  is  prohibited.'  Kuwait  is  the  only 
country  on  that  list  which  presently  allows  no  form  of 
foreign  bank  entry. 

The  table  clearly  shows  the  marked  preference  of  U.S. 
banks  for  entering  foreign  markets  through  branches. 

Ten  of  the  countries  on  this  list  permitted  foreign 
branches  in  the  past.  Of  those  countries,  only  one, 
Colombia,  required  divestiture  when  foreign  branching 
prohibitions  were  imposed.  All  those  countries,  except 
Kuwait,  permit  foreign  banks  to  establish  representative 
offices,  and  several  allow  acquisition  of  minority  interests 
in  banks  or  other  financial  institutions.  However,  Table  5.1 
indicates  that  U.S.  banks  have  not  found  such  invest- 
ments to  be  attractive  alternatives  to  branches  in  many 
countries,  including  Canada,  Singapore,  and  the  Philip- 
pines. This  again  highlights  the  importance  to  U.S.  banks 
of  being  able  to  enter  foreign  markets  specifically  through 
the  branch  form,  because  other  organizational  forms 
such  as  affiliates  and  even  subsidiaries  are  not  regarded 
as  adequate  substitutes  by  the  banks  themselves. 

Nine  of  the  countries  in  Table  5.1  have  foreign  bank 
branches  which  were  grandfathered  when  laws  were 
changed  to  prohibit  them.  In  most  of  those  countries, 
differential  operating  restrictions  are  imposed  on  the 
established  foreign  branches.  This  situation  leads  to  a 
conflict  in  the  interests  of  foreign  banks,  including  US 
banks.  Banks  presently  excluded  from  the  market  are 
interested  in  liberalizing  the  prohibition  on  branch  entry 
Banks  already  established  in  the  market  are  interested  in 
rescinding  or  lessening  the  severity  of  the  present 
operating  restrictions.  That  conflict  of  interest  among  U.S. 
banks  was  especially  noteworthy  in  Mexico,  Brazil  and 
Malaysia 

Ambiguity 

Many  countries'  entry  policies,  especially  those  relating 
to  acquisition  of  domestic  banks,  are  ambiguous.  Even 
where  laws  or  regulations  exist,  there  is  often  a  difference 
between  the  letter  of  the  law  and  effective  policy. 
Therefore,  the  operational  effect  of  stated  entry  policies  of 
many  countries  can  only  be  determined  through  the 
experience  of  banks  making  actual  attempts  at  entry. 
Policy  may  vary  according  to  the  size  of  the  bank  applying 
for  entry  or  according  to  the  size  of  the  bank  being  sought 
for  acquisition. 

Attempts  to  assess  the  ability  of  U.S.  banks  to  enter 
foreign  markets  by  acquisition  illustrates  many  of  these 
complications.  As  of  mid-1979,  50  countries  were 
believed  to  prohibit  all  acquisition  of  domestic  banks  by 
foreign  banks  and  an  additional  29  countries  did  not  allow 
acquisition  of  controlling  interest  in  their  domestic  banks 
by  foreign  banks.  These  findings  are  presented  in  the 
summary  Table  5.8  at  the  end  of  this  chapter.  The 
conclusions  in  the  table  are  based  on  laws  or  well  defined 


'Some  banks  also  listed  countries  where  they  have  established  a 
presence  but  not  in  their  preferred  organizational  form 


policies  for  countries  where  those  exist,  or  the  recent 
history  of  attempted  acquisitions.  For  many  countries,  the 
evaluation  rests  on  well  informed  judgments. 

The  Bank  of  England,  for  example,  indicated  in  a  1 972 
policy  statement,  that  banks  based  in  non-EEC  countries 
would  be  limited  to  1 5  percent  acquisition  of  major  British 
banks.  However,  EEC  banks  may  also  be  held  to  the  1 5 
percent  limit,  particularly  if  a  large  bank  is  the  subject  of 
acquisition. 

The  possibility  exists  that  even  past  experience  may  be 
a  misleading  basis  for  assessing  present  policies 
because  their  application  may  vary  over  time  or  be 
dependent  upon  the  size  of  the  foreign  bank,  or,  even 
more  importantly,  the  size  of  the  domestic  bank  which  is 
subject  to  acquisition.  For  example,  available  evidence 
and  informed  judgment  suggest  that  acquisition  of  large 
banks  would  be  unacceptable  to  most  foreign  govern- 
ments, even  where  there  is  no  explicit  prohibition,  except, 
perhaps,  when  a  large  bank  is  failing  and  no  domestic 
banks  are  willing  or  able  to  assume  its  obligations.  Due  to 
those  uncertainties,  any  appraisal  of  restraints  on  U.S. 
banks'  ability  to  make  acquisitions  abroad  must  be 
tentative  and  the  listings  in  Table  5,8  should  be  regarded 
as  such. 

Reciprocity 

Reciprocity  applied  to  foreign  bank  entry  reduces,  in  its 
simplest  form,  to  one  country  admitting  banks  from  a 
second  country  only  if  the  second  country  also  grants 
entry  to  the  first  country's  banks.  As  discussed  in  Chapter 
1 ,  application  of  reciprocity  as  a  condition  of  bank  entry 
tends  to  limit  entry  opportunities  and  is  often  an 
ambiguous  and  complex  principle  to  administer.  Very  few 
countries  apply  a  narrow  definition  of  reciprocity  in 
considering  foreign  banks'  applications  for  entry,  al- 
though many  countries  include  reciprocity  among  the 
other  factors  considered. 

Nevertheless,  there  are  some  instances  in  which  a 
narrowly  defined  reciprocity  test  is  currently  in  use. 
Brazils  central  bank  defends  its  prohibition  of  entry  of 
additional  U.S.  bank  branches  by  applying  a  one-for-one 
interpretation  of  the  reciprocity  concept.  That  is,  Brazil 
should  approve  one  foreign  bank  branch  for  each  branch 
a  Brazilian  bank  operates  in  the  foreign  bank's  home 
country.  Brazil's  authorities  argue  that  because  there  are 
many  more  U.S.  banks  in  Brazil  than  Brazilian  banks  in  the 
U.S.,  the  current  balance  favors  U.S.  banks.  Pakistan  has 
implied  that  it  may  invoke  the  Brazilian  concept  of 
reciprocity  by  granting  entry  to  a  given  foreign  bank  only 
at  such  time  as  a  Pakistani  bank  has  been  approved  to 
enter  the  foreign  bank's  home  country. 

When  countries  apply  the  reciprocity  principle  to  sub- 
national  political  units,  such  as  the  various  states  of  the 
United  States,  the  effect  of  a  reciprocity  criterion 
becomes  very  complicated.  For  example,  as  noted  in 
Chapter  1,  the  combination  of  the  U.S.  dual  banking 
system,  plus  the  recent  application  in  the  IBA  of 
limitations  on  interstate  banking  to  foreign  banks  in  the 
U.S.,  works  to  the  disadvantage  of  the  U.S.  banks  desiring 
to  operate  in  countries  employing  some  variations  of  the 
principle  of  reciprocity. 

Under  the  dual  banking  system  of  the  U.S.,  each  state 
may  determine  whether,  and  in  what  form,  foreign  banks 
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are  to  be  allowed  to  operate  within  its  borders,  and  many 
have  chosen  to  prohibit  full-service  foreign  bank 
operations.  While  the  IBA  enables  qualified  foreign  banks 
to  establish  Edge  Corporations'  in  any  state,  and  limited 
branches  may  also  be  established  where  permitted  by 
state  law,  this  does  not  offset  state  regulations  forbidding 
the  establishment  of  full-service  commercial  banks. 
Consequently,  banks  located  in  a  state  forbidding  foreign 
bank  presence,  or  restricting  the  form  of  such  presence, 
may  be  unable  to  establish  operations  in  countries 
employing  certain  types  of  reciprocity  considerations. 
Japan,  for  example,  has  denied  requests  by  two  Texas- 
based  banks  to  establish  branches  in  Tokyo  because 
Texas  does  not  permit  foreign  bank  branches,  despite 
presence  of  approximately  nine  Japanese  representative 
offices  and  one  Edge-type  institution  in  that  state. 

A  similar  interpretation  of  reciprocity  was  considered 
by  the  Swiss.  Swiss  authorities  were  reported  to  be 
reluctant  to  issue  branch  permits  to  U.S.  banks  chartered 
in  states  that  prohibit  branch  banking  unless  the  U.S. 
bank's  home  state  would  expressly  guarantee  that  a 
Swiss  branch  banking  operation  would  be  exempt  from 
any  such  prohibition.  In  1970,  the  Swiss  authorities 
decided  that  the  opportunity  for  Swiss  banks  to  establish 
subsidiaries  in  Illinois  (a  state  which  does  not  permit 
branching)  constituted  adequate  reciprocity  to  justify 
approval  of  a  Chicago-based  bank's  branch  in  Switzer- 
land. The  Swiss  banking  community  and  financial  press 
criticized  this  policy  on  grounds  that  it  did  not  ensure 
identically  reciprocal  treatment  for  Swiss  banks,  and  as  a 
result,  the  Swiss  authorities  began  applying  a  stricter 
interpretation  of  reciprocity,  permitting  Chicago-based 
banks  to  enter  through  subsidiaries,  but  not  branch 
operations. 

The  Swiss  application  of  reciprocity  has  also  served  to 
highlight  the  problems  created  for  U.S.  banks  desiring  to 
operate  abroad  by  the  IBAs  application  of  interstate 
banking  restrictions  to  foreign  banks.  Subject  to  these 
laws,  foreign  banks  are  now  restricted  to  full-service 
branching  only  within  the  single  state  designated  as  their 
home  state, '  except  for  grandfathered  operations  in  other 
states.'  The  Swiss,  in  a  letter  to  the  Comptroller  of  the 
Currency  reported  that,  in  response,  they  had  considered 
allowing  U.S.  banks  to  accept  deposits  only  in  the  canton 
in  which  they  were  initially  registered.''  This  policy  was  not 
adopted,  but  the  Swiss  authorities  did  use  the  occasion  to 
announce  that,  in  their  view,  U.S.  banks  are  now  treated 
more  favorably  in  Switzerland  than  Swiss  banks  are  in  the 
U.S.  The  banking  authorities  of  the  Netherlands,  also  in  a 
letter  to  the  Comptroller  of  the  Currency,  indicated  a 
strong  "sympathy  with  the  view  that  the  McFadden  Act 


^An  Edge  Corporation  is  a  special  financial  institution  approved  by  the 
Federal  Reserve,  which  may  engage  only  in  transactions  related  to 
international  trade  and  finance 

'Of  course,  if  the  home  state  is  a  unit  banking  state,  no  branching  is 
permitted  within  the  state,  as  was  the  case  prior  to  IBA 

'  The  IBA  provides  for  establishment  of  non-home  state  branches  which 
are  restricted  to  activities  similar  to  those  of  Edge  Corporations 

*  Letter  of  April  4, 1 979.  to  the  Comptroller  of  the  Currency  from  the  Swiss 
Federal  Banking  Commission. 


should  be  reviewed  at  short  notice"  to  complement  the 
progressive  nature  of  the  IBA,  particularly  considering  the 
relative  freedom  given  to  U.S.  banks  to  establish 
branches  in  EEC  countries.  The  foregoing  discussion 
illustrates  the  problems  associatied  with  using  the 
principle  of  reciprocity,  which  were  discussed  in  Chapter 
1. 

Other  Effective  Barriers 

Assessment  of  entry  restrictions  in  further  complicated 
because  some  restrictions  effectively  deter  the  entry  of  all 
but  a  certain  class  of  foreign  banks.  Countries  may 
impede  foreign  bank  entry  by  imposing  high  capitalization 
requirements,  which  particularly  affect  relatively  small 
banks.  Greece,  for  example,  requires  that  a  foreign  bank 
deposit  $1  0  million  with  its  central  bank  for  each  branch 
office  established.  That  requirement  has  a  differential 
impact  on  smaller  foreign  banks.  It  also  hinders  the 
operations  of  those  foreign  banks  that  do  enter  compared 
with  domestic  banks.  Spain  imposes  capital  requirements 
on  foreign  branches  of  approximately  $10  million  and 
twice  that  amount  for  foreign  subsidiaries.  While  both 
domestic  and  foreign  banks  in  Spam  are  subject  to  similar 
requirements,  such  high  capitalization  clearly  precludes 
entry  by  all  but  large  foreign  banks. 

Other  countries  limit  more  directly  the  entry  of  all  but 
large  foreign  banks,  presumably  in  the  belief  that  there  is 
little  likelihood  of  those  banks  failing.  The  U.K..  for 
example,  requires  that  a  foreign  bank  have  an  established 
international  reputation  and  clientele  prior  to  its  admis- 
sion. The  banking  authorities  in  Hong  Kong  require  that 
the  parent  of  an  applicant  bank  have  assets  (not  including 
contra  items)  of  greater  than  $3  billion  and,  in  assessing 
applications,  take  into  consideration  the  adequacy  of  the 
home  country's  supervision.  Recent  actions  taken  by  the 
People's  Republic  of  China  indicate  that  they  may  have 
preference  to  large  U.S.  banks  since  they  have  recog- 
nized only  a  few  of  the  very  largest  banks  in  handling 
documentary  business. 


Incidence  and  Impacts  of  Entry  Restrictions 

This  survey  arranges  countries  in  decreasing  order  of 
restrictiveness  and  is  as  comprehensive  as  available 
evidence  allows.  The  following  tables  are  based  on  Table 
5.8  at  the  end  of  this  chapter,  which  presents  the  entry 
restrictions  of  each  country  in  summary  form.  All  of  the 
material  for  tables  in  this  chapter  are  drawn  from 
Appendix  II,  which  is  a  comprehensive  statement  of  entry 
and  operating  restrictions  by  country.  Appendix  II  is 
based  on  embassy  reports  from  every  country  with  which 
the  U.S.  government  maintains  diplomatic  relations, 
supplemented,  where  necessary,  by  information  from 
other  sources,  including  laws  and  official  regulations. 

As  noted  earlier,  these  tables  are  based  on  entry 
conditions  in  existence  in  mid-1979.  Any  form  of  entry 
which  is  currently  prohibited  may  have  been  allowed  at 
some  earlier  date;  for  instance,  alttiough  a  country  now 
prohibits  branches,  grandfathered  foreign  branches  may 
be  established  in  the  domestic  market.  In  addition,  current 
restrictions  may  represent  a  moratorium  on  granting  new 
applications.  Several  countries  have  announced  formal 
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moratoriums  on  admitting  specific  types  of  foreign  bank 
entry,  while  others  rely  on  less  official  go-slow  administra- 
tive practices  in  approving  applications. 

Categories  of  entry  restrictions  and  the  tables  in  which 
they  appear  are: 

Table  5,2  Countries  Prohibiting  Foreign  Bank  Presence 
in  Any  Form  by  Law 

Table  5.3  Countries  Prohibiting  All  Foreign  Bank  Entry  in 
Any  Form  by  Current  Policies  or  Licensing 
Practices 

Table  5,4  Countries  Prohibiting  All  Forms  of  Foreign 
Banking  Entry  Except  Representative  Offices 
by  Law,  Policy  or  Administrative  Practice 

Table  5  5  Countries  Prohibiting  Foreign  Banks  From 
Entering  Their  Markets  via  Branches  by  Law, 
Policy  or  Administrative  Practice 

Table  5,6  Countries  Prohibiting  Foreign  Banks  From 
Purchasing  Any  Interest  in  Indigenous  Banks 
by  Law,  Policy  or  Administrative  Practice 

Table  5,7  Countries  Limiting  Foreign  Banks  to  Acquiring 
Less  Than  Controlling  Interest  in  Indigenous 
Banks  by  Law,  Policy  or  Administrative  Prac- 
tice 

Each  country  appears  in  the  most  restrictive  of  the 
above  categories  in  which  it  belongs  and  is  not  repeated 
in  subsequent,  less  restrictive  categories. 

For  example,  a  country  which  prohibits  foreign  entry  in 
any  form  will  appear  in  Table  5,3  but  it  will  not  be  entered 
in  Tables  5.4  through  5,7  even  though  branches  and 
acquisitions  are  clearly  prohibited.  Each  table  should  be 
interpreted,  therefore,  as  a  list  of  countries  which  engage 
in  the  form  of  restrictions  indicated  in  the  table  heading 
but  not  in  any  more  stringent  form.  Some  countries  which 
appear  in  Table  5,5,  dealing  with  prohibitions  on 
branching,  may  appear  again  on  either  Table5,6or Table 
5,7,  both  of  which  deal  with  prohibitions  of  acquisitions. 
This  is  because  some  countries  prohibit  branch  entry  but 
allow  foreign  acquisitions  of  equity  shares  of  indigenous 
banks,  and  vice  versa.  For  a  description  of  all  restrictions 
which  apply  in  a  given  country,  summary  Table  5,8  and 
Appendix  II  are  the  best  sources. 

Table  5.2 

Countries  Whose  Laws  Prohibit  Foreign  Banl<ing 
Presence  in  Any  Form 


Afghanistan 

Iraq 

Bulgaria 

Laos 

Cuba 

Libya 

Czechoslovakia 

Madagascar 

Ethiopia 

Somalia 

Guinea 

Nepal 

The  countries  listed  in  Table  5,2  totally  deny  competi- 
tive opportunity  to  foreign  banks  by  prohibiting  their 
presence  in  any  form.  All  of  those  countries  have  wholly 
nationalized  banking  systems  and,  thus,  prohibit  both 
domestic  and  foreign  privately  owned  banking  opera- 


tions. None  are  highly  developed  countries  and  there  is  no 
geographic  pattern. 

The  absence  of  banking  presence  may  inhibit  the 
development  of  the  normal  contacts  through  which 
foreign  countries  become  familiar  with  another  country's 
markets  and  business  procedures  as  a  first  step  in 
establishing  or  enhancing  trading  relationships. 

Table  5.3 

Countries'  Whose  Current  Policies  Or  Licensing 
Practices  Prohibit  Foreign  Bank  Entry  in  Any  Form 


Benin 
Guyana 

Kuwait 
Netherlands  Antilles 


Surinam 

Tanzania 

United  Arab  Emirates 


■  In  addition  to  the  countries  listed  in  Table  5,2, 

By  specifically  prohibiting  new  entry,  but  not  necessarily 
the  presence  of  foreign  banks  in  any  form,  the  countries  in 
Table  5,3  also  impose  severe  restrictions.  Because 
Guyana  and  the  United  Arab  Emirates  previously 
permitted  foreign  banks  to  enter  their  markets  in  various 
institutional  forms,  the  severity  of  this  policy  causes  the 
disparity  discussed  above  between  the  interests  of 
established  banks  and  potential  new  entrants.  The 
governments  of  those  two  countries  decided  that  the 
number  of  foreign  banks  already  present  was  sufficient 
for  the  size  of  their  respective  banking  markets,  and 
stopped  admitting  new  foreign  banks.  Concern  about  the 
possibility  of  becoming  "overbanked"  arose  in  the  U.A.E. 
after  the  failure  of  two  foreign  banks  there  in  1977. 

Table  5.4 

Countries'  Prohibiting  All  Forms  of  Foreign  Banking 

Entry  Except  Representative  Offices  by  Law,  Policy  or 

Administrative  Practice 


Prohibition  Imposed  by  Law 

Algeria 
Burma 
Colombia 
Portugal 


Sweden 

Syria 

USSR 

Yugoslavia 

Venezuela 


Prohibition  Imposed  by  Policy  or  Administrative  Practice 

People's  Republic  of  China  Poland 

El  Salvador  Saudi  Arabia 

German  Democratic  Trinidad  and  Tobago 

Republic  Turkey 

Guatemala  Mexico 

India  New  Zealand 

Indonesia  Norway 


"Countries  in  Tables  5  2  and  5  3  do  not  permit  representative  offices 

The  countries  listed  in  Table  5,4,  which  do  allow  entry 
by  representative  offices  of  foreign  banks  are,  in  fact, 
liiniting   entry   in   a  manner  that  is  only  slightly  less 
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restrictive  than  the  entry  policies  ot  the  first  two  groups  of 
countries.  Representative  offices  cannot,  by  definition, 
engage  In  any  type  of  banking  business  and  are 
frequently  constrained  from  advertising  the  services  of 
their  parent  bank.  Again,  many  of  these  countries  have 
grandfathered  foreign  bank  branches  and/or  subsidiar- 
ies and  affiliates.  This  group  of  countries  spans  the  globe 
and  Includes  some  highly  developed  countries,  such  as 
Sweden  and  Norway,  as  well  as  less  developed  countries, 
such  as  India  and  Colombia.  About  half  the  countries 
listed  in  this  table  have  nationalized  banking  systems; 
however,  in  contrast  to  similar  countries  in  Table  5.2, 
these  countries  have  elected  to  admit  representative 
offices  of  privately-owned  banks.  In  most  of  the  other 
countries  listed  in  Table  5.2  an  underlying  if  not  explicit 
reason  for  their  restrictive  entry  policies  is  the  protection 
of  their  local  banks  from  foreign  competition.  Some  of 
those  countries,  including  Brazil,  f\/lexico  and  India  have 
allowed  already  established  foreign  banks  to  continue 
operations,  but  frequently  in  a  restricted  manner. 

For  the  majority  of  foreign  banks  which  do  not  have  a 
grandfathered  facility,  a  representative  office  is  some 
improvement  over  complete  exclusion.  Although  repre- 
sentative offices  cannot  take  deposits  or  make  loans,  they 
can  sometimes  solicit  loans  for  their  parent  and  establish 
banking  relationships  with  local  firms. 

Certain  countries  prohibit  foreign  banks  from  operating 
branches  in  their  local  markets  by  law,  policy  or  practice, 
but  do  permit  other  forms  of  foreign  banking  including,  in 
many  cases,  affiliates.  South  Africa  permits  bank 
subsidiaries  and  Canada  permits  near-bank  subsidiaries. 

Table  5.5 

Countries'  Prohibiting  Foreign  Banks  From  Entering 

Their  Markets  Via  Branches  by  Law,  Policy,  or 

Administrative  Practice 

Prohibition  Imposed  by  Law 


Bermuda 

Ghana 

Cameroon 

Hungary 

Canada 

Iceland 

Peoples  Republic  of 

Niger 

the  Congo 

Peru 

Costa  Rica 

Philippines 

Finland 

South  Africa 

The  Gambia 

Uruguay 

Prohibition  Imposed  by 

Policy  or  Administrative  Practice 

Bahrain 

Netherlands  Antilles 

Botswana 

Nigeria 

Dominican  Republic 

Oman 

Ecuador 

Qatar 

Haiti 

Singapore 

Jordan 

Solomon  Islands 

Republic  of  Korea 

Surinam 

Malaysia 

Thailand 

Malta 

Tunisia 

Morocco 

Zaire 

Several  of  these  countries  permit  affiliated  banks.  Again, 
no  particular  pattern,  geographic  or  by  stage  of  develop- 
ment, characterizes  these  countries.  The  importance  of 
prohibitions  on  foreign  branches  can  scarcely  be  over- 
emphasized. Not  only  is  the  branch  the  vehicle  which 
most  U.S.  banks  have  stated  in  the  survey  that  they  prefer, 
as  shown  in  Table  5.1,  but  it  is  in  fact  the  form  through 
which  most  of  the  worldwide  expansion  in  banking  has 
taken  place  over  the  last  two  decades.  Prohibitions 
against  foreign  branching  are  generally  defended  on  the 
grounds  of  protecting  local  banks  from  foreign  competi- 
tion or  preventing  a  country's  banking  markets  from 
becoming  overbanked.  Elimination  of  the  branch  choice 
may  completely  deter  any  entry  by  some  banks  which  find 
other  forms  either  inadequate,  such  as  representative 
offices,  or  too  expensive  or  unwieldly,  such  as  subsidiar- 
ies or  affiliates. 

Bermuda's  banking  authority  has  defended  its  prohibi- 
tion against  foreign  bank  branching  by  arguing  that  if 
aggressive  and  efficient  foreign  banks  were  permitted  to 
operate  and  compete  with  local  banks  in  the  profitable 
international  segment  of  their  markets,  the  local  banks 
would  be  forced  to  curtail  their  retail  services  which  are 
now  subsidized  by  their  more  profitable  international 
operations.  Other  countries,  such  as  South  Africa,  prohibit 
branching  and  require  local  incorporation  of  any  banking 
business  in  order  to  maintain  more  effective  control  over 
foreign  banks. 

Table  5.6  lists  those  countries  which  prohibit  the 
acquisition  of  any  interest  in  domestic  banks  by  foreign 
banks  and  Table  5.7  lists  both  those  which  forbid 
acquisition  of  a  controlling  interest  in  domestic  banks  by 
foreign  banks  and  those  in  which  it  appears,  on  the  basis 
of  informed  opinion,  that  the  authorities  would  not  approve 
acquisition  of  majority  control  by  foreign  parties.  Several 
of  the  developed  countries  belong  to  this  group,  notably 
Japan,  Canada,  and  Australia. 

Table  5.6 

Countries'  Which  Prohibit  Foreign  Banks  From 

Purchasing  Any  Interest  in  Indigenous  Banks  by  Law, 

Policy  or  Administrative  Practice 


Bangladesh 
Costa  Rica 
Pakistan 


Papua  New  Guinea 
Surinam 


■  In  addition  to  those  listed  in  Tables  5.2,  5.3.  and  5.4. 


•  In  addition  to  those  listed  in  Tables  5  2.  5  3.  and  5  4, 


In  many  countries,  the  purpose  ot  such  restrictions  is  to 
maintain  national  control  over  the  banking  system.  Some 
countries,  notably  Nigeria,  Morocco,  Saudi  Arabia,  and 
Venezuela,  have  recently  required  foreign  banks  to  divest 
their  interests  in  local  banks  to  less  than  majority  control 
in  an  effort  to  indigenize  their  banking  systems.  National- 
istic feelings,  fear  of  foreign  dominance  of  the  vital 
banking  sector,  and  a  belief  that  the  government  can 
exert  more  control  over  domestic  banks  than  it  can  over 
foreign-owned  banks  play  a  role  in  the  establishment  of 
such  policies.  Other  countries,  such  as  the  People's 
Republic  of  the  Congo,  the  Gambia,  Japan,  Republic  of 
Korea,  and  Canada  prohibit  both  domestic  and  foreign 
banks  from  acquiring  controlling  interest  in  established. 
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indigenous  banks  to  maintain  competition  in  their  banking 
markets.  Entry  by  acquisition  provides  a  foreign  bank  with 
an  already  established  market  share,  clientele,  staff  and 
facilities.  However,  prohibitions  against  acquisition  are 
relatively  less  injurious  to  foreign  banks  if  entry  via  branch 
or  ae  novo  subsidiary,  the  two  most  preferred  forms  as 
shown  in  Table  5.1 ,  is  possible. 


Summary 

Restrictions  on  the  entry  of  U.S.  banks  into  domestic 
markets  of  other  countries  take  many  forms.  Some 
countries  prohibit  foreign  banks  from  entering  their 
markets  altogether,  while  others  limit  the  institutional 
forms  available  to  foreign  banks.  Some  countries  require 
that  their  banks  receive  reciprocal  treatment  in  a  foreign 
bank's  home  country  in  order  for  a  foreign  bank  to  be 
granted  permission  to  enter  their  markets.  U.S.  banks  may 
be  adversely  affected  by  narrow  definitions  of  reciprocity 
referring  to  the  treatment  accorded  foreign  banks  in  the 
U.S.  banks'  home  state. 

Indirect  exclusion  or  limitation  of  foreign  bank  entry  is 
sometimes  affected  by  imposing  high  capitalization 
requirements  or  by  requiring  the  parent  organization  to  be 
a  certain  size  or  international  stature. 

None  of  the  highly  developed,  industrial  countries 
completely  excludes  foreign  commercial  banking  pres- 
ence, and  most  of  them  have  liberal  entry  policies. 
Restrictions  do  not  follow  geographic  patterns  and  do  not 
correspond  to  levels  of  development  of  either  the 
countries  or  their  banking  systems. 

Entry  restrictions  are  often  defended  on  the  grounds 
that  they  protect  local  banks  from  foreign  competition, 
prevent  local  markets  from  becoming  overbanked,  or 
allow  countries  to  maintain  national  control  over  their 
domestic  banking  system.  The  particular  circumstances 
of  each  country  should  be  considered  in  assessing  the 
degree  of  restrictiveness  of  the  country's  policy  toward 
foreign  bank  entry. 


Table  5.7 

Countries'  Which  Limit  Foreign  Banks  to  Acquiring 

Less  than  Controlling  Interest  in  Indigenous  Banks  by 

Law,  Policy  or  Administrative  Practice 

Australia 10% 

Bermuda  40% 

Canada 10%' 

People's  Republic  of  the  Congo 49% 

Denmark  30%^ 

Ecuador 20%^ 

Finland 20% 

The  Gambia  20% 

Japan 5% 

Nigeria 40% 

Philippines 30%" 

Republic  of  Korea  10% 

Upper  Volta 49% 

Specific    Maximum    Foreign    Participation    Allowed    in 
Practice 


Bahrain 49% 

Dominican  Republic30% 

Greece 49% 

Iceland 49% 

f\/lorocco 50% 


Oman 49% 

Qatar 49% 

Singapore 20% 

South  Africa 50% 

U.K 15% 


No  Ma|ority  Control;  No  Specific  Maximum 


Central  African  Empire 

Cyprus 

Egypt 

Iceland 

Malaysia 

Malta 


Netherlands 

Oman 

Qatar 

Trinidad  &  Tobago 

Tunisia 


■  in  addition  to  those  listed  in  Tables  5  2,  5  3,  and  5.4 

'  Canada  permits  an  individual  foreign  party  to  own  up  to  1 0  percent  of  a 
bank,  and  up  to  25  percent  of  any  bank  may  be  foreign-owned, 

•'  Denmark  requires  a  merger  if  any  party,  foreign  or  domestic,  acquires 
30  percent  or  more  of  a  bank 

^  For  non-Andean  Pact  nations 

'  40  percent  witti  Presidential  approval. 
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Table  5.8 
Current  restrictions  on  foreign  commercial  bank  entry 


Country 

No 

foreign 

presence 

No  new 
foreign 
commercial 
bank  entry 

No  foreign 
commercial 
bankmg 
except  rep- 
resentative 
offices 

No  foreign 
commercial 
bank 
brancties 

No  equity 
interest  in 
indigenous 
commercial 
banks 

No  controlling 
interest  in 
indigenous 
commercial 
banks 

No 

restrictions 

found 

Restric- 
tions 
indeter- 
minate 

1 ,  Afghanistan 

X 

X 

X 

X 

X 

2.  Algeria 

X 

X 

X 

X 

3  Argentina 

X 

4.  Australia 

X 

X 

X 

5.  Austria 

X 

6.  Bahamas 

X 

7.  Bahrain 

X 

X 

8.  Bangladesh 

X 

X 

9^  Barbados 

X 

10,  Belgium 

X 

11,  Belize 

X 

12.  Benin 

X 

X 

X 

X 

13.  Bermuda 

X 

X 

14.  Botswana 

X 

15,  Bolivia 

X 

16  Brazil 

X 

X 

17  Bulgaria 

X 

X 

X 

X 

X 

X 

18  Burma 

X 

X 

X 

X 

19,  Burundi 

X 

20.  Cameroon 

X 

21.  Canada 

X 

X 

22.  Republic  of  Cape  Verde 

X 

23.  Cayman  Islands 

X 

24.  Central  African  Empire 

X 

25.  Chad 

X 

26  Chile 

, 

27,  China,  Peoples  Republic 

X 

X 

X 

X 

28  Colombia 

X 

X 

X 

X 

29,  Congo,  Peoples  Republic 

X 

X 

30  Costa  Rica 

X 

X 

X 

31   Cuba 

X 

X 

X 

X 

X 

32  Cyprus 

X 

33  Czechoslovakia 

X 

X 

X 

X 

X 

34  Denmark 

♦ 

35  Republic  of  Djibouti 

X 

36.  Dominican  Republic 

X 

X 

37  Ecuador 

X 

X 

38.  Egypt 

X 

39.  El  Salvador 

X 

X 

X 

X 

40,  Ethiopia 

X 

X 

X 

X 

X 

4 1  Federal  Republic  of  Germany 

X 

42.  Fiji 

X 

43.  Finland 

X 

X 

44  France 

X 

45.  Gabon 

X 

46  The  Gambia 

X 

X 

47  German  Democratic  Rep. 

X 

X 

X 

X 

48,  Ghana 

X 

49  Greece 

X 

50.  Guatemala 

X 

X 

X 

X 
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Table  5.8— continued 
Current  restrictions  on  foreign  commercial  bank  entry 


Country 

No 

foreign 

presence 

No  new 
foreign 
commercial 
bank  entry 

No  foreign 
commercial 
banking 
except  rep- 
resentative 
offices 

No  foreign 
commercial 
bank 
brancties 

No  equity 
interest  in 
indigenous 
commercial 
banks 

No  controlling 
interest  in 
indigenous 
commercial 
banks 

No 

restrictions 

found 

Restric- 
tions 
indeter- 
minate 

51    Guinea 

X 

X 

X 

X 

X 

52.  Guinea-Bissau 

X 

53,  Guyana 

X 

X 

X 

X 

54.  Haiti 

X 

* 

55.  Honduras 

* 

56.  Hong  Kong 

X 

57.  Hungary 

X 

X 

X 

58.  Iceland 

X 

X 

59.  India 

X 

X 

X 

X 

60.  Indonesia 

X 

X 

X 

X 

61.  Iran 

X 

62.  Iraq 

X 

X 

X 

X 

X 

63.  Republic  o(  Ireland 

X 

X 

64.  Israel 

X 

65.  Italy 

X 

66.  Ivory  Coast 

X 

67.  Jamaica 

X 

68.  Japan 

X 

69.  Jordan 

X 

70.  Kenya 

X 

71.  Republic  of  Korea 

X 

X 

X 

72.  Kuwait 

X 

X 

X 

X 

73.  Laos 

X 

X 

X 

X 

X 

74.  Lebanon 

X 

75.  Lesotho 

X 

76.  Liberia 

(X) 

77.  Libya 

X 

X 

X 

X 

X 

78.  Luxembourg 

X 

79.  Madagascar 

X 

X 

X 

X 

X 

80.  Malawi 

(X) 

81.  Malaysia 

X 

X 

82.  Mall 

X 

83  Malta 

X 

X 

84.  Mauritania 

X 

85.  Mauritius 

X 

86  Mexico 

X 

X 

X 

X 

87.  Morocco 

X 

X 

88.  Mozambique 

X 

89.  Nepal 

X 

X 

X 

X 

X 

90.  Netherlands  Antilles 

X 

X 

X 

X 

91.  Netherlands 

(X) 

92.  New  Zealand 

X 

X 

X 

X 

93.  Nicaragua 

X 

94.  Niger 

X 

95.  Nigeria 

X 

X 

96.  Norway 

X 

X 

X 

X 

97.  Oman 

X 

X 

98.  Pakistan 

X 

X 

99.  Panama 

X 

100.  Papua  New  Guinea 

X 

X 
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Table  5.8— continued 
Current  restrictions  on  foreign  commercial  bank  entry 


Country 

No 

foreign 

presence 

No  new 
foreign 
commercial 
bank  entry 

No  foreign 
commercial 
banking 
except  rep- 
resentative 
offices 

No  foreign 
commercial 
bank 
branches 

No  equity 
interest  m 
indigenous 
commercial 
banks 

No  controlling 
interest  in 
indigenous 
commercial 
banks 

No 

restrictions 

found 

Restric- 
tions 
indeter- 
minate 

101,  Paraguay 

X 

102,  Peru 

X 

X 

X 

103.  Philippines 

X 

X 

104.  Poland 

X 

X 

X 

X 

105  Portugal 

X 

X 

X 

X 

106.  Qatar 

X 

X 

107.  Romania 

X 

X 

108.  Rwanda 

X 

109.  Saudi  Arabia 

X 

X 

X 

X 

110  Senegal 

X 

111.  Seychelles 

X 

112.  Sierra  Leone 

X 

1 13.  Singapore 

X 

X 

114.  Somalia 

X 

X 

X 

X 

X 

1 15.  Solomon  Islands 

X 

116  South  Africa 

X 

X 

117.  Spam 

X 

118  Sri  Lanka 

X 

119.  Sudan 

(X) 

120.  Surinam 

X 

X 

X 

X 

121   Swaziland 

(X) 

122  Sweden 

X 

X 

X 

X 

123.  Switzerland 

X 

124.  Syria 

X 

X 

X 

X 

125.  Taiwan 

* 

126  Tanzania 

X 

X 

X 

X 

127,  Thailand 

X 

128.  Togo 

X 

129  Trinidad  &  Tobago 

X 

X 

X 

X 

130  Tunisia 

X 

X 

131   Turkey 

X 

X 

X 

X 

132  USSR. 

X 

X 

X 

X 

133  United  Arab  Emirates 

X 

X 

X 

X 

134  United  Kingdom 

X 

135.  Upper  Volta 

X 

136.  Uruguay 

X 

137.  Venezuela 

X 

X 

X 

X 

138  Yemen  Arab  Republic 

(X) 

(X) 

139  Yugoslavia 

X 

X 

X 

X 

140.  Zaire 

X 

141.  Zambia 

X 

"Chile;  Either  a  representative  office  or  a  branch  is  permitted,  but  not  both. 

Denmark:  De  novo  subsidiaries  are  permitted. 

Haiti;  Equity  participation  is  unclear 

Honduras:  No  representative  offices  are  permitted. 

Taiwan:  Branch  and  representative  offices  are  permitted:  equity  participation  is  unclear 
NOTES:  (X):  Indication  that  the  situation  is  unclear  but  entry  might  be  possible. 

This  table  presents  an  overview  of  restrictions  on  foreign  bank  entry  in  countries  recognized  by  the  U.S.,  plus  Taiwan  and  the  Cayman 
Islands.  The  classifications  are  based  on  current  practices  (August  1 979).  not  statutes.  In  most  cases  where  restrictions  were  found  to 
be  indeterminate,  foreign  banks  have  not  attempted  those  specific  forms  of  entry,  so  that  clear  conclusions  about  current  practices 
cannot  be  drawn  Other  instances  represent  cases  where  government  practices  are  unclear  or  not  defined 
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6.  Operating  Restraints 


Given  Its  economic  and  social  importance,  banking  is 
traditionally  one  of  the  most  heavily  regulated  and 
supervised  industries.  Virtually  all  restraints  on  bank 
operations  exist  for  purposes  of  prudential  regulation- 
promoting  the  safety  and  soundness  of  the  system— and 
for  purposes  of  implementing  national  monetary  policy 
and  promoting  other  governmental  objectives. 

However,  some  countries  use  these  and  other 
regulations  and  administrative  practices  to  discriminate 
against  foreign  banks.  Less  obviously,  operating  re- 
straints or  national  economic  policy  measures  applied 
equally  to  foreign  and  domestic  banks  sometimes  have  a 
differential  competitive  impact  on  foreign  banks  because 
of  the  nature  of  their  operations.  Some  governments  have 
deliberately  reduced  competitive  inequities  by  flexible 
application  of  regulatory  requirements  to  foreign  banks  or 
by  granting  them  privileges  not  extended  to  domestic 
banks  in  order  to  compensate  for  the  differential  impact  of 
restrictive  regulations. 

This  chapter  focuses  on  measures  that  have  a 
differential  impact  on  foreign  bank  operations  in  a 
particular  country.  A  careful  review  of  restrictions  and 
operating  privileges  is  required  in  order  to  determine 
whether  competitive  equality  exists  for  foreign  banks. 
However,  it  should  be  noted  that,  as  a  practical  matter, 
most  U.S.  banks  did  not  express  great  concern  about 
obtaining  competitive  equality  across  all  segments  of 
foreign  financial  markets.  Obtaining  permission  to 
establish  operations  in  a  given  country  is  more  often  a 
problem  for  US.  banks  than  conducting  successful 
operations  once  entry  has  been  accomplished  Many  U.S. 
banks  have  indicated  a  desire  to  enter  certain  countries 
where  foreign  bank  entry  is  presently  prohibited  or 
severely  limited,  even  though  operations  of  established 
foreign  banks  are  subject  to  substantial  restraints. 
Operating  restraints  are  not  often  an  overriding  concern 
to  U.S.  banks  that  perceive  sound  business  opportunities 
in  a  foreign  market.  Their  typical  strategy  is  to  assess  the 
environment  in  which  they  must  operate  and,  if  the 
business  prospects  appear  favorable,  they  then  cope  with 
the  restrictions. 

Operating  restraints  that  differentially  affect  foreign 
banks  may  impede  their  ability  to  compete  with  domestic 
banks  in  several  ways.  Most  importantly,  such  restrictions 
may  increase  their  cost  of  funds  or  their  general  operating 
costs,  relative  to  domestic  competitors,  or  constrain 
expansion  of  their  operations  within  the  country.  Those 
types  of  effects,  and  others,  are  considered  in  this 
chapter.  Explicit  discriminatory  restraints  on  foreign  bank 
operations  are  examined  first,  followed  by  a  review  of 


restrictive  policies  and  priorities  that  may  discriminate  in 
effect  against  foreign  banks  even  though  they  apply 
equally  to  foreign  and  domestic  operations.  Situations  in 
which  foreign  banks  enjoy  differential  advantages  from 
the  uniform  application  of  operating  restraints  are  also 
described. 

Explicitly  Discriminatory  Regulations 

Most  countries  with  regulations  which  intentionally 
constrain  the  operations  of  foreign  banks  are  developing 
nations.  Their  regulations  are  designed  to  limit  foreign 
bank  operations  to  certain  segments  of  the  financial 
market,  while  preserving  other  segments  entirely  for 
domestic  banks.  A  small  number  of  developed  countries 
also  impose  restrictions  applying  only  to  foreign  banking 
operations. 

Among  the  most  prevalent  intentionally  discriminatory 
regulations  are  those  prohibiting  or  limiting  foreign  bank 
solicitation  of  some  kinds  of  deposits.  Deposits  are 
usually  one  of  a  bank's  lowest  cost  sources  of  funds.  To 
the  extent  that  deposit-taking  limitations  force  foreign 
banks  to  use  more  expensive  sources  of  funds,  they 
constitute  a  significant  competitive  disadvantage  to 
foreian  banks. 

In  the  study  questionnaire,  U.S.  banks  named  about  20 
countries  which  impose  some  form  of  restriction  on  the 
solicitation  of  retail  deposits.  Foreign  banks  in  Ecuador, 
Peru,  Singapore,  Taiwan,  Indonesia  and  Egypt  are 
prohibited  from  accepting  all  or  some  types  of  retail 
deposits.  Many  countries  officially  or  unofficially  restrict 
foreign  banks  from  accepting  deposits  from  the  public 
sector,  or  from  publicly  controlled  sources,  such  as 
pension  funds.  In  countries  with  very  large  public  sectors, 
such  as  Brazil,  such  a  restriction  makes  a  very  important 
source  of  inexpensive  funds  unavailable  to  foreign  banks. 
Bolivia  imposes  a  unique,  differentially  adverse  capital- 
to-domestic  liability  ratio.  Bolivian  banks  are  permitted  to 
expand  deposits  by  30  times  paid-in  capital  and  reserves, 
while  for  foreign  banks  the  ratio  is  20  to  one. 

Another  common  and  important  restraint  on  foreign 
bank  operations  is  their  inability  to  expand  existing  branch 
networks.  Very  few  countries  limit  foreign  branches  by 
law,  as  does  Spam,  but  nearly  30  countries  effectively  limit 
the  number  of  branches  foreign  banks  can  establish  by 
administrative  practices.  Some  countries  prohibit  any 
additional  branching  by  both  foreign  and  domestic  banks 
out  of  concern  that  the  nation  is  "overbanked."  Foreign 
banks  are  usually  more  adversely  affected  than  are 
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domestic  banks,  however,  since  they  typically  have  fewer 
established  branches.  In  some  cases,  a  prohibition  on 
additional  branches  is  one  of  many  constraints  imposed 
on  grandfathered  foreign  banks.  This  type  of  limitation 
exists  in  Mexico  and  Brazil.  Thailand  limits  existing 
foreign  bank  branching  to  the  capital  city.  In  contrast, 
Korea  presently  imposes  a  moratorium  on  foreign  branch 
expansion  in  the  capital  city,  but  may  authorize  additional 
foreign  branches  elsewhere  in  the  country. 

In  Turkey,  foreign  banks  with  existing  branches  must 
receive  the  approval  of  the  monetary  authorities  and  the 
Council  of  Ministers  in  order  to  expand  their  branch 
systems.  Because  any  of  the  ministers  can  veto  the 
request,  the  decision  becomes  a  very  political  one. 
Domestic  interest  groups  have  used  their  influence  to 
restrict  potential  competition  from  foreign  banks  by 
pressuring  ministers  to  veto  a  foreign  bank's  request. 
Other  countries,  such  as  Lebanon  and  Singapore,  have 
permitted  foreign  banks  to  establish  initial  branches,  but 
limit  the  number  of  additional  branches  that  can  be 
opened. 

Even  where  foreign  banks  are  permitted  to  accept  local 
currency  deposits,  restraints  on  branch  expansion  limit 
the  sources  they  can  tap  for  such  deposits.  Where  foreign 
branches  are  subject  to  constraints  both  on  accepting 
certain  types  of  deposits  and  on  expanding  their  branch 
networks,  the  combination  severely  restricts  their  access 
to  inexpensive  local  sources  of  funds 

Denial  of  foreign  bank  access  to  central  bank  discount 
facilities  IS  another  prevalent  specifically  discriminatory 
policy.  Taiwan,  Indonesia,  and  Egypt,  among  others,  deny 
foreign  banks  access  to  the  discount  window.  That  places 
foreign  banks  at  a  disadvantage  in  meeting  liquidity  needs 
in  a  timely  and  inexpensive  manner,  forcing  them  to  hold  a 
larger  proportion  of  their  assets  in  lower  yielding 
secondary  reserves.  In  the  U.K.,  foreign  bank  paper  is 
ineligible  for  rediscount  with  the  central  bank;  foreign 
banks  are  forced  to  pay  a  premium  to  place  their  paper  in 
the  discount  market.  Germany  links  rediscount  quotas  to 
branch  capital.  Italy  and  the  Republic  of  Korea,  acknowl- 
edging that  lack  of  access  to  the  discount  window 
handicaps  foreign  banks'  operations,  make  dollar/local 
currency  swap  lines  readily  available  as  a  substitute. 

While  the  policies  described  above  are  fairly  common, 
other,  unusual  discriminatory  operational  restrictions 
constitute  an  important  restriction  to  the  foreign  banks 
operating  in  particular  countries.  Restrictions  on  the 
services  which  foreign  banks  can  offer  make  it  difficult  for 
them  to  expand  their  market  share  because  they  cannot 
offer  the  "full  line  of  services"  permitted  domestic  banks. 
Malaysia  and  Korea  restrict  foreign  banks'  access  to  new 
customers.  Local  borrowers  in  Malaysia  must  deal  with 
domestic  banks:  and  foreign-controlled  firms  must  give  at 
least  half  their  large  (over  M$500  thousand)  loan 
business  to  domestic  banks.  Similarly,  Korean  companies 
are  required  to  designate  a  "prime"  bank,  which  has 
certain  control  and  approval  rights  over  the  company's 
financing,  and  they  have  been  discouraged  from  using 
foreign  banks  for  this  purpose.  In  Australia  all  foreign 
exchange  transactions  must  be  performed  by  Australian 
banks,  giving  them  a  monopoly  on  these  transactions  and 
a  distinct  competitive  advantage  over  foreign  bank 
subsidiary  operations  in  foreign  currency  lending.  Foreign 
banks  in  Peru  are  required  to  contribute  to  a  fund  which 


subsidizes  financing  of  nontraditional  exports,  but  only 
domestic  banks  are  eligible  to  write  these  loans.  Tax 
rates,  restrictions  on  increasing  the  capital  base  (or, 
alternatively,  higher  capitalization  requirements  than  for 
local  banks)  are  other  examples  of  intentionally  discrimi- 
natory practices. 

Sources  of  Unintended  Differential  Effects 

Foreign  banks  rarely  mirror  domestic  banks,  either  in 
organization  and  structure,  or  in  the  relative  emphasis 
they  give  to  various  banking  operations.  For  example,  a 
bank  just  entering  a  foreign  country  tends  to  concentrate 
on  securing  the  business  of  multinational  corporations  of 
their  own  nationality.  Thus,  trade  financing  and  other 
foreign  currency  activities  are  likely  to  account  for  a 
substantial  proportion  of  its  activity.  Subsequently,  the 
foreign  bank  may  move  into  more  extensive  wholesale 
banking  operations  related  to  international  finance  or  to 
domestic  corporate  business.  It  is  usually  only  later,  if  at 
all,  that  the  importance  of  a  foreign  bank's  retail  operation 
will  even  approach  that  of  domestic  banks. 

One  problem  cited  by  U.S.  banks,  which  affects  their 
operations  in  over  65  countries,  emanates  from  maximum 
permissible  asset/capital  ratios  and  limits  on  the  size  of 
loans  to  individual  borrowers  which  are  imposed  by  most 
countries  for  prudential  reasons. 

For  domestic  banks,  the  calculation  of  capital-based 
limits  is  generally  based  on  the  capital  of  the  parent 
organization.  Many  nations,  again  for  prudential  reasons, 
treat  a  foreign  bank's  operations  in  the  host  country  as  an 
independent  entity.  Thus  they  calculate  asset/capital 
ratios  and  individual  lending  limits  based  only  on  the 
capital  of  the  foreign  bank's  entity,  which  is  typically  a 
small  fraction  of  the  total  capital  of  the  foreign  bank's 
parent  organization  or  of  the  capital  of  large  domestic 
banks.  Thus,  the  permissible  extent  of  a  foreign  bank's 
total  activity  in  those  countries  and  its  maximum 
individual  loan  size  are  much  less  than  those  of  domestic 
banks.  Foreign  banks  are  thus  constrained  in  competing 
directly  for  large  commercial  loans  through  their  local 
branch  or  subsidiary.  The  problem  is  exacerbated  when 
such  restrictions  occur  in  combination  with  limits  on 
importation  of  foreign  branch  capital. 

A  few  countries,  notably  the  Netherlands,  do  treat 
foreign  branches  as  extensions  of  their  parent  organiza- 
tion for  certain  regulatory  purposes,  including  the  setting 
of  capital-based  lending  limits.  Others  set  limits  based  on 
branch  capital  but  apply  them  with  some  flexibility,  in 
recognition  of  the  differences  in  foreign  and  domestic 
bank  operations.  While  foreign  banks  in  Belgium  are 
treated  as  entities  separate  from  their  parent  operations, 
for  purposes  of  calculating  capital  requirements  and  loan 
growth  limitations,  loans  extended  abroad  are  not 
included  in  the  asset  base  for  calculations  of  capital 
requirements.  Thus,  Belgium  has  developed  a  compro- 
mise position  on  foreign  bank  capital  which  provides 
some  incentive  for  foreign  banks  to  establish  regional 
headquarters  there. 

Credit  ceilings  are  often  imposed  on  both  foreign  and 
domestic  banks  for  purposes  of  domestic  monetary 
policy.  Such  policies  can  have  a  greater  impact  on  foreign 
banks  than  on  domestic  banks  by  limiting  their  ability  to 
expand    their   lending    volume.    France,   for   example, 


30 


controls  domestic  credit  by  levying  supplementary 
reserve  requirements  on  any  bank  whose  loan  growth 
exceeds  a  specified  limit  beyond  a  total  loan  base  at  a 
certain  point  in  time.  Those  controls  are  imposed  on  both 
foreign  and  domestic  banks.  However,  the  fact  that 
foreign  banks  are  among  the  latest  entrants  into  the 
French  market  and  therefore  have  not  built  up  their 
domestic  loan  portfolios  has  constrained  them  from 
increasing  their  share  of  the  loan  market.  That  constraint 
IS  significant  because  such  growth  is  necessary  for  them 
to  establish  a  viable  foothold  in  the  market.  French 
authorities  have  been  sensitive  to  the  problems  of  new 
foreign  entrants,  however,  and  have  generally  been 
flexible  in  their  interpretation  of  the  loan  growth  limits 
They  have  allowed  foreign  banks  to  use  their  capitaliza- 
tion as  a  base  for  credit  expansion 

The  United  Kingdom  has  imposed  similar  credit 
controls  by  levying  a  reserve  requirement  on  banks 
whose  liability  growth  exceeds  a  specific  limit  beyond 
their  sterling  deposits  as  of  a  certain  base  period. 
Because  foreign  banks  tend  to  have  a  smaller  proportion 
of  sterling  deposits  to  total  liabilities  than  domestic  banks, 
those  controls  differentially  restrain  their  ability  to  expand 
loan  volume.  Lending  ceilings  based  on  domestic  deposit 
liabilities  may  be  particularly  detrimental  when  branching 
by  foreign  banks  is  prohibited  or  limited  in  comparison 
with  domestic  banks. 

Other  restraints  may  affect  the  types  of  loans  foreign 
banks  may  make  and  their  profitability.  Bolivia,  for 
example,  requires  specific  proportions  of  a  bank's  loan 
portfolio  to  be  comprised  of  varying  maturities  and 
requires  foreign  banks  to  issue  a  larger  proportion  of  low- 
yielding  longer  term  loans  than  domestic  banks.  Peruvian 
law  requires  foreign  banks  to  extend  two  lines  of  credit  to 
the  government,  one  equal  to  twice  the  foreign  bank's 
local  capital  and  the  other  equal  to  the  amount  of 
domestic  currency  deposits  held. 

General  economic  and  balance  of  payments  policy 
measures,  though  not  directed  at  the  banking  sector, 
sometimes  affect  foreign  more  than  domestic  banks. 
Limitations  on  foreign  exchange  transactions,  for  exam- 
ple, will  have  a  harsher  impact  on  foreign  banks  because 
of  the  international  orientation  of  their  business,  even 
though  they  are  applied  evenhandedly  to  all  banks.  In 
another  instance,  capital  controls  and  limitations  on 
foreign  currency  deposits  tend  to  be  more  restrictive  on 
foreign  banks,  since  they  fund  operations  by  borrowing 
from  their  parent  institution  and  often  rely  heavily  on 
borrowing  in  the  interbank  market.  Indonesia,  for 
example,  allows  foreign  banks  to  fund  no  more  than  $5 
million  of  their  loan  portfolio  from  offshore  sources.  In 
order  to  help  ease  pressure  on  the  value  of  the  Swiss 
franc.  Switzerland  instituted  a  40  percent  negative 
interest  levy  on  nonresident  Swiss  franc  balances  in 


excess  of  SF100  thousand.  This  regulation  was  more 
injurious  to  the  operations  of  foreign  banks  because  they 
typically  engage  in  more  business  with  nonresidents  than 
do  Swiss  banks. 

The  need  to  obtain  alien  work  permits  provides  an 
example  of  differential  effects  on  foreign  banks  caused 
by  a  measure  totally  divorced  from  the  banking  sector. 
U.S.  banks  cited  availability  of  alien  work  permits  as  a 
difficulty  in  over  40  countries.  Foreign  enterprises  are 
hampered  more  severely  by  such  regulations  because 
they  may  desire,  at  least  initially,  a  staff  of  their  own 
nationality,  while  such  considerations  have  little  impact 
on  domestic  banks.  Similarly,  restrictions  on  the  repatria- 
tion of  funds  or  profits,  whcih  were  cited  as  burdensome 
in  approximately  40  countries,  affect  only  foreign  institu- 
tions. 


Differential  Advantages 

Not  all  operating  restraints  have  a  differentially  adverse 
impact  on  foreign  banks.  On  the  contrary,  some  have  a 
favorable  impact  on  foreign  banks,  although  they  were  not 
designed  for  this  purpose.  One  important  example  of  this 
kind  IS  differential  reserve  requirements  on  foreign  and 
domestic  currency  deposits,  which  are  often  lower  on 
foreign  deposits.  This  gives  an  advantage  to  foreign 
banks  because  they  hold  a  greater  proportion  of  foreign 
currency  liabilities.  France,  for  instance,  imposes  no 
reserve  requirements  on  nonresident  deposits.  Italy 
waives  reserve  and  investment  requirements  for  funds 
raised  in  the  interbank  market,  which  is  used  more 
extensively  by  foreign  than  domestic  banks.  While  those 
policies  are  not  instituted  to  favor  foreign  banks,  they  do 
so  because  of  the  composition  of  foreign  banks'  portfolios 
and  mix  of  activities. 

In  some  developing  countries,  foreign  banks  are  not 
required  to  make  loans  to  the  priority  sectors  targeted  in 
the  government's  development  plans.  Foreign  banks  in 
other  countries  frequently  are  excused  from  obligations 
imposed  on  domestic  banks  to  support  government  bond 
issues.  Both  Japan  and  Korea  exempt  foreign  banks  from 
that  requirement.  On  a  less  formal  basis,  governments 
rarely  require  foreign  banks  to  participate  in  "rescue" 
operations  of  failing  firms.  As  noted  earlier,  foreign  banks 
are  sometimes  granted  access  to  currency  swap  facilities 
that  are  not  available  to  domestic  banks.  This  may  be 
done  as  administrative  compensation  for  differential 
restraints  elsewhere. 

Operating  restraints  may  have  differentially  adverse  or, 
differentially  beneficial,  impact  on  foreign  banks.  In 
practice,  the  injurious  impacts  outweigh  the  beneficial 
ones.  But  on  the  whole,  the  effects  of  these  operational 
restraints  have  not  been  severe  enough  to  deter  U.S. 
banks  from  entering  most  countries. 
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7.  Official  Treatment  of  U.S.  Banks  in 
Foreign  Countries 


Judgments  as  to  whether  U.S.  banks  are  accorded 
essential  equality  of  competitive  opportunity  in  conduct- 
ing operations  abroad  must  be  based  on  a  clear 
understanding  of  the  banking  system  and  regulatory 
framework  of  a  particular  country.  The  complexity  of  the 
analysis  required  to  arrive  at  fair  judgments  has  been 
described  in  previous  chapters.  Because  of  the  great 
variation  in  the  structure  of  different  countries'  banking 
systems,  as  well  as  their  legal  and  regulatory  environ- 
ments, it  is  impossible  to  provide  a  single,  complete 
definition  of  equality  of  competitive  opportunity  that  is 
applicable  to  all  countries  and  markets.  Furthermore,  a 
balanced  judgment  must  include  recognition  of  legitimate 
policy  objectives  of  host  governments.  General  economic 
policies  sometimes  underlie  explicit  differential  treatment 
of  foreign  banks  or  regulatory  requirements  that  have 
discriminatory  or  differentially  restraining  effects  on 
foreign  bank  operations.  Careful  judgment  is  required  to 
determine  whether  foreign  banks  have  been  placed  at  an 
unnecessary  or  unreasonable  competitive  disadvantage 
because  of  such  policies.  A  balanced  judgment  must  also 
weigh  differential  treatment  or  administrative  practices 
that  may  confer  advantages  on  foreign  banks  or  offset 
some  negative  effects  of  other  regulatory  requirements. 

For  reasons  stated  above,  equality  ot  competitive 
opportunity  can  only  be  judged  after  a  detailed  examina- 
tion of  the  circumstances  of  foreign  banks  in  each 
country.  The  process  does  not  always  yield  a  clear 
picture.  Moreover,  because  different  U.S.  banks  have 
very  different  experiences  in  some  foreign  banking 
markets,  depending  on  the  history  and  nature  of  their 
operations,  their  perceptions  of  official  treatment  in  a 
particular  country  will  vary  considerably.  For  example,  a 
large  bank  with  a  longstanding  relationship  in  a  country 
that  relies  heavily  on  local  management  may  consider  its 
treatment  excellent  while  a  smaller  bank,  a  more  recent 
entrant  to  the  market,  or  a  bank  relying  on  highly 
centralized  management  may  consider  the  same  regula- 
tory environment  quite  discriminatory. 

Differences  in  treatment  of  domestic  and  foreign  banks 
should  be  assessed  in  terms  of  their  effects  on  foreign 
bank  operations.  As  noted  earlier,  differential  treatment 
may  even  be  favorable  to  foreign  banks  and  the  effects  of 
explicit  discriminatory  treatment  may  be  trivial  or  serious, 
depending  on  the  actual  or  desired  operations  of  the 
banks  involved  Also,  government  policies  may  have 
deleterious  effects  on  foreign  banks  whether  or  not  any 
discrimination  is  intended,  again  depending  on  particular 
circumstances.  Difficulties  confronting  foreign  banks  in  a 
given  country  may  stem  not  from  discriminatory  treatment 


but  from  differences  in  customs,  language  and  the  nature 
of  the  indigenous  banking  and  regulatory  systems.  A 
difficult  situation  does  not  necessarily  signal  discrimina- 
tion although  it  may  sometimes  be  perceived  as  such. 

This  report  focuses  on  situations  where  U.S.  banks' 
ability  to  compete  in  foreign  countries  is  significantly 
impaired  because  of  differential  treatment  vis-a-vis 
indigenous  banks.  This  perspective  is  maintained  in  the 
country  studies  which  comprise  the  next  27  chapters.  The 
studies  emphasize  overseas  commercial  banking  opera- 
tions of  U.S.  banks.  Merchant  or  investment  banking, 
"near  bank"  operations  or  nonbankfinancial  activities  are 
discussed  only  when  they  are  particularly  relevant  in  a 
specific  country  context. 

Special  attention  is  given  to  countries  where  U.S. 
banking  presence  is  most  prominent;  the  potential 
opportunities  for  U.S.  banks  are  greatest  because  of  the 
size  of  the  indigenous  banking  market;  the  experiences  of 
U.S.  banks  have  been  particularly  noteworthy  for 
purposes  of  this  report;  and  where  foreign  banks  witfi  the 
greatest  international  and  U.S.  presence  are  based.  No 
single  criterion  could  dictate  a  selection  of  countries  that 
would  adequately  cover  the  concerns  addressed  in  this 
report. 

Information  for  the  country  studies  was  obtained  from  a 
variety  of  sources.  In  addition  to  a  thorough  survey  of  the 
available  literature,  a  search  of  the  files  of  relevant  U.S 
government  agencies  was  undertaken  and  international 
organizations  with  an  interest  in  banking  matters  were 
consulted.' 

Detailed  questionnaires  were  developed  and  distribut- 
ed to  all  U.S.  banks  with  operations  overseas.-  Several 
banks  were  consulted  with  regard  to  development  of  the 
questionnaire  and  offered  valuable  suggestions  about 
content  and  format.  In  the  short  time  available,  a  limited 
field  test  of  the  questionnaire  was  conducted.  Information 
and  comments  from  respondent  banks  proved  to  be 
extremely  valuable  in  highlighting  matters  for  emphasis  in 
the  country  studies  and  other  chapters  of  this  report.  The 
questionnaire  is  reprinted  in  Appendix  III,  which  also 
contains  some  summary  information  about  distribution  of 
the  questionnaire,  response  rates,  and  the  geographical 
coverage^  of  the  responses  received. 


'See  Appendix  IV  for  a  bibliography  of  publisfied  material 
The  survey  included  American  Express  International  Banking  Corp. 
which  has  commercial  banl<  operations  in  many  foreign  counines 
although  it  is  not  a  bank  in  the  U.S. 

^  Additional  information  on  country  coverage  of  part  of  the  questionnaire 
is  given  in  Table  5.1 . 
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Information  was  also  solicited  and  received  from  all 
U.S.  diplomatic  posts.  The  posts  supplied  basic  informa- 
tion on  laws,  regulations,  policies  and  practices  currently 
affecting  U.S.  bank  entry  into  the  host  country.  They  also 
provided  comments  on  significant  aspects  of  discrimina- 
tory treatment  affecting  established  foreign  bank  opera- 
tions. Cables  received  from  diplomatic  posts  were  an 
important  source  of  current  Information  reflected  In  the 
comprehensive  country  listing  of  Appendix  II  and  In  the 
country  studies. 

A  letter  was  sent  by  Comptroller  of  the  Currency  John 
G.  Heimann  to  bank  supervisory  officials  in  the  countries 
covered  in  the  next  21  chapters.  Copies  of  the  Interna- 
tional Banking  Act  of  1978  and  the  bank  questionnaire 
were  included  with  the  letter.  The  purpose  of  the  letter  was 
to  Inform  the  supervisiors  about  the  study  and  to  solicit 
their  comments  and  views."  Additional  views  and 
comments  of  host  governments  were  obtained  by  U.S. 
embassies  In  order  to  compile  and  verify  information  and 
to  clarify  practices  and  issues  of  particular  relevance  to 
this  report.  U.S.  embassies  In  those  nations  reviewed 
drafts  of  the  chapters  and  provided  comments  and 
additional  information. 

The  individual  country  studies  draw  on  information  and 
views  from  all  of  the  above  sources.  The  chapters 
themselves  are  organized  In  a  consistent  format.  Each 
begins  with  a  section  describing  the  country's  domestic 
banking  structure  and  regulatory  system  and  includes 
historical  and  other  background  information  relevant  in 
considering  U.S.  banks'  competitive  opportunities  in  the 
country.  The  second  section  describes  U.S.  and  other 
foreign  bank  presence  In  the  country,  and  each  chapter 
concludes  with  analyses  of  the  most  significant  effects  of 
official  regulation  on  foreign  banks. 

An  assessment  of  other  countries'official  treatment  of 
foreign  banks  must  take  into  account  not  only  laws, 
regulations''  and  policies  but  also  administrative  practices 


'  Copies  of  the  letter  were  also  presented  by  embassies  to  government 
authorities  in  other  nations 

'■A  detailed  examination  and  listing  of  foreign  laws  and  regulations 
affecting  U  S  banks'  entry  and  operations  was  undertaken  in 
connection  with  the  FINE  study  in  1 976,  no  attempt  to  enumerate  foreign 
laws  in  that  degree  of  detail  has  been  made  in  connection  with  this  study 
See  FINE  Financial  Inslilutions  and  the  Nation's  Economy.  Book  II, 
Compendium  of  Papers  Prepared  for  the  FINE  study.  Part  4— 
International  Banking,  Chapter  4  Foreign  Banking  laws  and  Regulations 
Governing  Overseas  Operations  of  US  Banks,  and  Appendix  B  Laws 
Regulating  U  S  Banks  Overseas,  Committee  on  Banking,  Currency  and 
Housing,  House  of  Representatives,  (Washington  US  Government 
Printing  Office,  June  1976). 


and  unofficial  discouragement  or  advice.  For  example, 
although  statutes  and  formal  regulations  may  be 
permissive  on  a  certain  point,  actual  policies  may  in  fact 
yield  a  different  or  contrary  result.  One  problem  frequently 
encountered  overseas  by  U.S.  banks  is  that  policies  are 
not  clearly  stated.  One  U.S.  bank  reported,  for  example, 
that  It  abandoned  plans  to  enter  a  country  because  of 
"reluctance  on  the  part  of  [government]  officials  to  give 
timely  interpretations  of  various  statutes,  regulations  and 
policies  pertaining  to  banking  procedures."  On  the  other 
hand,  in  some  situations  government  policy  may  apply 
regulations  flexibly,  in  ways  that  benefit  foreign  banks  or 
offset  certain  legal  or  other  regulatory  disadvantages. 

Administrative  practices  sometimes  have  a  significant 
impact  on  equality  of  competitive  opportunity  for  foreign 
banks  In  particular  countries.  Applications  may  simply  be 
ignored,  for  example,  or  be  subject  to  Inordinate 
bureaucratic  delays  or  even  deliberate  Inaction.  Similarly, 
certain  laws  or  regulations  may  be  selectively  enforced  to 
the  disadvantage  of  foreign  banks.  Unofficial  discourage- 
ment or  advice  may  also  have  deterrent  effects.  Many 
U.S.  banks  have  decided  not  to  attempt  to  enter  a 
particular  country  because  of  advice  from  local  or  other 
knowledgeable  sources  that  an  attempt  would  be 
fruitless,  notwithstanding  the  absence  of  any  formal 
prohibitions.  A  clear  example  of  unofficial  discourage- 
ment was  provided  in  a  bank  survey  response.  The  bank 
had  repeatedly  sought  permission  to  establish  a  branch 
and  had  discussions  with  officials  in  consecutive  years. 
The  verbal  response  the  first  year  was:  "This  is  a  political 
question."  After  trying  again  the  next  year  the  bank  was 
advised  verbally  that  no  branches  would  be  permitted  and 
"pressure  could  be  counterproductive." 

In  some  circumstances  administrative  practices  and 
informal  advice  or  discouragement  may  be  as  important 
as  formal  statutory  restrictions.  Information  on  these 
aspects  of  the  regulatory  environment  has  been  obtained 
through  embassy  cables  and  bank  questionnaires  and  Is 
taken  into  account,  when  applicable.  In  the  country 
studies  in  other  chapters  of  this  report. 
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8.  Australia 


The  Domestic  Banking  System 

Commercial  banking  in  Australia  is  conducted  almost 
exclusively  by  the  large  Australian  trading  banks  which 
have  a  virtual  monopoly  on  the  power  to  issue  demand 
deposits  transferable  by  check.  Trading  banks  also  issue 
time  deposits,  including  certificates  of  deposit.  On  the 
asset  side,  about  half  the  trading  banks'  loan  portfolios 
consist  of  loans  to  major  Australian  corporations, 
financial  institutions  and  agricultural  concerns,  over  one 
third  of  their  loans  are  to  persons,  and  more  than  10 
percent  to  rural  producers.'  The  trading  banks  operate 
branches  nationwide  and  tend  to  be  quite  large.  The 
trading  bank  market  is  highly  concentrated  with  the  seven 
ma|or  trading  banks  accounting  for  nearly  nine-tenths  of 
trading  banks'  total  assets. 

Australia  also  has  a  system  of  savings  banks  which 
issue  time  and  savings  deposits.  Savings  banks'  asset 
portfolios  are,  by  law,  heavily  oriented  toward  government 
securities,  including  securities  of  local  lunsdictions, 
deposits  with  the  Reserve  Bank  of  Australia  (the  central 
bank),  and  housing  loans. 


Trading  banks  and  savings  banks,  although  separately 
incorporated,  are  closely  related.  Each  of  the  holding 
companies  that  operates  the  seven  ma)or  trading  banks 
also  operates  a  savings  bank.  Generally,  branches  of  the 
two  institutions  are  housed  in  the  same  buildings  and  a 
customer  may  conduct  checking  and  savings  transac- 
tions with  a  single  teller  who  represents  both  a  trading  and 
a  savings  bank.  Thus,  the  real  distinction  between  the 
trading  and  savings  banks  is  often  not  very  meaningful.' 
Table  8.1  shows  the  size  of  the  principal  banking 
institutions  in  Australia. 

One  important  aspect  of  Australian  banking  is  the 
recent  development  of  merchant  banks.  Merchant  banks 
in  Australia  grew  as  a  result  of  the  boom  associated  with 
mineral  development  in  the  1 960's.  Merchant  banks  have 
since  become  involved  in  a  wide  range  of  financial 
activities,  including  accepting  and  discounting  bills  oi 
exchange,  underwriting  of  debt  and  equity  issues 
portfolio  management,  mergers  and  acquisitions,  and 
general  financial  advisory  services.  The  original  impetus 
to  the  growth  of  merchant  banking  came  largely  from 
foreign  institutions.  They  saw  that  as  a  way  to  invest  in  a 


'Data  supplied  by  the  Australian  Department  of  the  Treasury 


■There  are  also  three  development  banks,  the  Australian  Resources 
Development  Bank,  owned  lointly  by  mapr  trading  banks,  the 
Commonwealth  Development  Bank,  owned  by  the  government,  and  the 
Primary  Industry  Bank  of  Australia,  owned  jointly  by  the  seven  major 
trading  banks,  the  government  and  four  state  banks. 


Table  8.1 

Total  Assets  of  Banks  in  Australia 

(U.S.  dollars  in  millions) 


Trading 
Banks 

Major 

Savings 
Banks 

Development 
Banks 

Total 

All 

$31 ,366 

$27,497 

$23,215 

$1,301 

$55,882 

27,626 

24,371 

21,041 

1,236 

49,903 

25,098 

22,377 

18,431 

1,080 

44,609 

25,092 

22,528 

18,830 

1,097 

45,019 

22,114 

19,905 

16,662 

994 

39,770 

NOTE:  Data  converted  Into  U.S.  dollars  at  prevailing  exchange  rates. 
SOURCE;  Banking.  Australian  Bureau  of  Statistics,  various  issues 
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near  banking  activity  tinat  was  not  yet  restricted  by  the 
government.  Many  of  them  sought  local  partners  as  a 
means  of  acquiring  local  institutional  knowledge.  In 
recent  years,  the  large  Australian  banking  organizations 
have  established  their  own  merchant  banks. 

U.S.  Banks  in  Australia 

U.S.  banks  have  no  branches  in  Australia  and,  as  noted 
below,  are  not  permitted  to  own  or  operate  domestically 
chartered  subsidiary  commercial  banks.  U.S.  banks  in 
Australia  conduct  their  activities  through  subsidiaries  and 
affiliates  that  do  not  engage  in  commercial  banking, 
although  a  few  engage  in  a  very  limited  amount  of 
deposit-taking  activity  incidental  to  their  other  activities. 
As  shown  in  Table  8.2,  at  the  end  of  1977,  U.S.  banking 
organizations  hao  28  subsidiaries  in  Australia  with  total 
assets  of  US  $2.9  billion.  About  one-quarter  of  those 
subsidiaries  are  merchant  banks,  but  approximately  90 
percent  of  U.S.  bank  assets  in  Australian  subsidiaries  and 
affiliates  is  represented  by  companies  involved  in  real 
estate  finance,  commercial  and  industrial  finance, 
leasing,  factoring,  insurance  brokering,  and  other 
financial  activities.  In  addition  to  those  facilities,  about  20 
U.S.  banks  maintain  representative  offices  in  major 
Australian  cities. 

Table  8.2 

U.S.  Banking  Organizations'  Presence  in  Australia. 
1973-1977 

(U.S.  dollars) 


Subsidiaries 

Affiliates 

Total 

Assets 

Book  Value 

Yeai 

Numbei 

(billions) 

Number 

(millions) 

1977 

28* 

$2.9 

N.A. 

N.A 

1976 

37 

1,7 

19 

$47.1 

1975 

35 

1.8 

N.A. 

N.A. 

1974 

25 

1.8 

N.A. 

N.A. 

1973 

21 

0.7 

N.A 

N.A. 

*  The  decline  in  the  number  of  subsidiaries  in  1 977  results  from  several 
small  divestments  by  one  U  S  bank  fielding  company  to  bring  it  into 
compliance  witfi  Itie  1970  Amendments  to  tfie  US  Bank  Holding 
Company  Act 

NOTE    N  A  means  not  available 

Treatment  of  Foreign  Banks  in  Australia 

The  Australian  Banking  Act  of  1959  states;  "a  body 
corporate  which  desires  authority  to  carry  on  a  banking 
business  in  Australia  may  apply  to  the  Federal  Treasury 
for  authority  accordingly."  The  Australian  government 
has  been  clear;  "It  is  the  policy  of  the  Australian 
Government  not  to  grant  foreign  interests  authority  to 
carry  on  banking  business  in  Australia  or  to  allow  them  to 
acquire  interests  in  existing  Australian  banks".'  Thus,  the 


situation  in  Australia  is  quite  simple;  foreign  banks  may 
not  establish  branches,^  and  may  not  acquire  more  than 
10  percent  ownership  in  Australian  commercial  banks. ^ 

With  respect  to  investments  in  nonbank  financial 
companies,  the  situation  is  somewhat  different.  Foreign 
investors  may  acquire  interests  in  nonbank  financial 
companies  subject  to  approval  by  the  Australian 
government  which,  since  1976,  has  been  advised  by  the 
Foreign  Investment  Review  Board,  That  board  includes 
experienced  members  of  the  business  community.  The 
foreign  investment  guidelines  issued  by  the  government 
state  that  approvals  for  investments  must  show  substan- 
tial economic  benefits  to  Australian  investors. 

Although  in  the  past  approvals  for  foreign  banks  to 
establish  nonbank  subsidiaries  were  readily  granted, 
since  1973  government  policy  has  precluded  the 
establishment  of  new  nonbank  financial  institutions 
controlled  by  foreign  corporations  and  the  expansion  of 
activities  of  existing  foreign-controlled  financial  institu- 
tions. Foreign  corporations  are  still  permitted  minority 
investments  with  local  partners,  however.  The  general 
policy  of  precluding  additional  foreign-controlled  activity 
has  been  implemented  on  a  flexible  basis.  Foreign 
institutions  have  been  permitted  to  acquire  controlling 
interests  in  joint  venture  investments  during  periods  when 
local  institutions  were  experiencing  liquidity  problems  or 
heavy  losses.  In  such  instances,  foreign  infusions  of 
capital  and  foreign  takeovers  have  been  welcomed  by 
Australian  authorities.  However,  with  the  exception  of  the 
few  institutions  requiring  outside  assistance,  recent 
government  policy  has  been  to  restrict  investments  in 
nonbank  financial  institutions  that  are  majority-owned  by 
foreign  banks. 

A  corollary  of  Australian  policy  on  foreign  branches  is 
that  all  foreign  exchange  transactions  must  "be  done 
through  Australian  banks  and  at  rates  of  exchange  fixed 
or  authorized  by  the  Reserve  Bank".*5  Thus,  proceeds 
from  foreign  currency  borrowings  and  export  sales  must 
be  converted  into  Australian  dollars  at  Australian  banks. 
That  regulation  gives  the  Australian  banks  a  monopoly  on 
foreign  exchange  transactions  to  the  competitive  disad- 
vantage of  foreign  institutions. 

A  potentially  important  recent  development  was  the 
announcement  in  January  1979,  by  the  Australian 
Treasurer,  of  the  establishment  of  a  committee  to  study 
the  Australian  financial  system.  The  committee  is 
expected  to  take  about  18  months  to  complete  a  set  of 
recommendations  concerning  the  Australian  financial 
system.  That  study  will  provide  foreign  financial  institu- 
tions and  governments  with  an  opportunity  to  present 
their  case  for  liberalizing  Australia's  treatment  of  foreign 
banks.  However,  it  appears  from  recent  press  reports  and 


Foreign  Investment  in  Australia.  Australian  Government  Publisfiing 
Service,  1978,  p.  4. 


■■  Exceptions  to  tfiat  rule  are  grandfattiered  treatment  to  branches  of  two 
non-U  S.  banks— Banque  Nationale  de  Pans  and  The  Bank  of  New 
Zealand— which  were  in  operation  prior  to  1945. 

-The  government  has  indicated  it  would  oppose  foreign  equity 
participation  of  even  less  than  10  percent  where  the  intention  of  the 
foreign  party  is  to  "exercise  an  influence"  on  the  bank  concerned.  Thus, 
effectively,  even  entry  into  the  market  via  this  approach  may  be  limited. 

"Exchange  Control.  Reserve  Bank  of  Austrialia,  p  10  The  two 
grandfathered  foreign  banks  operating  in  Australia  are  also  permitted  to 
undertake  foreign  exchange  transactions. 
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policy  actions  that  the  Australian  government  is  not  likely 
to  reverse  its  position  and  allow  foreign  banks  to  operate 
branches  or  commercial  banking  subsidiaries  in  Austra- 
lia'. 


■  For  example,  when  sale  of  the  troubled  Bank  of  Adelaide  was  arranged, 
bids  were  accepted  only  from  Australian  banks,  and  not  from  some 
foreign  banks  which  wanted  to  bid.  The  Bank  of  Adelaide  directors  have 
recommended  to  their  shareholders  that  they  accept  an  offer  of  merger 
from  the  Australia  and  New  Zealand  Banking  Group,  Ltd.,  and  approval 
is  expected  in  the  near  future. 


Summary  Assessment 

The  Australian  policy  of  exclusion  denies  U.S.  and  other 
foreign  banks  any  opportunity  to  compete  directly  with 
indigenous  commercial  banks  in  the  Australian  market. 
U.S.  banks'  presence  is  limited  to  representative  offices 
and  to  operations  of  subsidiaries  and  affiliates  in 
merchant  banking  and  various  nonbank  financial 
activities.  Even  in  those  areas,  entry  is  limited  and  equal 
competitive  opportunity  has  not  always  been  accorded  to 
foreign  institutions. 
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9.  Austria 


The  Domestic  Banking  System 

Austria  has  a  highly  developed  banking  system  which 
includes  1,700  financial  institutions  and  about  4,500 
banking  offices.  Austria  has  one  banking  office  for  every 
1,600  citizens  compared  with  one  for  every  3,200  in  the 
United  States,  and  one  for  every  4,000  in  Great  Britain. 
Total  assets  of  all  credit  institutions  in  Austria  amount  to 
about  $100  billion. 

The  present  banking  system  of  Austria  is  rooted  in  the 
banking  structure  of  the  old  Austro-Hungarian  Empire.  It 
inherited  from  the  old  system  the  division  of  banking  into 
separate  sectors  that  specialize  in  retail  or  wholesale 
banking  activities  and  serve  specific  portions  of  the 
population  or  of  business.  Recently,  however,  many 
Austrian  banks  have  been  changing  into  "universal 
banks"  which  participate  in  both  retail  and  wholesale 
banking  and  serve  many  types  of  customers.  A  new 
banking  law,  which  took  effect  on  March  1,  1979,  gives 
practically  all  banks  in  Austria  the  same  powers  as 
universal  banks. 

The  Austrian  banking  system  is  dominated  by  five  types 
of  institutions:  commercial  banks,  savings  banks,  rural 
credit  cooperatives,  small  business  credit  cooperatives 
and  mortgage  banks  owned  by  individual  federal 
provinces.  There  are  also  building  societies  and  several 
specialized  credit  institutions.  Assets  of  the  ma)or  types  of 
institutions  as  a  percentage  of  total  assets  of  all  credit 
institutions  were  as  shown  in  Table  9.1,  as  of  year-end 
1978. 


emphasized  the  financing  of  industry,  while  savings 
banks  account  for  a  large  share  in  long  term  federal,  state 
and  municipal  financing.  All  institutions  now  participate  in 
retail  banking,  but  the  large  commercial  banks  have  only 
recently  become  aggressive  in  that  area. 

The  Austrian  banking  system  is  highly  concentrated 
and  dominated  by  two  large  nationalized  commercial 
banks,  four  "central  banks"  of  the  savings  and  coopera- 
tive banking  sectors,  and  a  few  other  large  savings  and 
commercial  banks.  As  of  December  1 978,  the  two  largest 
commercial  banks  accounted  for  nearly  half  of  the  total 
assets  of  all  commercial  banks,  including  assets  of 
foreign-owned  branches  and  affiliates,  and  the  1 0  largest 
credit  institutions  accounted  for  about  56  percent  of  the 
total  assets  of  all  credit  institutions.  The  nationalized 
commercial  banks  also  hold  a  considerable  equity 
interest  in  other  private  banking  firms  and  commercial 
and  industrial  enterprises.  In  spite  of  the  high  level  of 
concentration,  the  nationalized  banks  operate  like  private 
businesses  and  compete  nationwide  against  each  other 
and  against  other  large  credit  institutions. 

Competition  in  banking  is  likely  to  be  greatly  enhanced 
by  the  banking  legislation  of  1 979  which  permits  savings 
banks  to  compete  directly  with  commercial  banks  and 
rural  credit  cooperatives.  The  new  legislation  also  eased 
some  barriers  to  entry  by  eliminating  the  requirement  for 
the  licensing  of  new  branches  by  the  Ministry  of  Finance. 
Restraints  on  competition,  however,  persist  in  some 
areas.  Interest  rates  on  deposits  are  subject  to  ceilings, 
and  credit  controls  imposed  by  the  central  bank  prescribe 
limits  on  individual  banks'  loan  growth. 


Table  9  1 

Distribution  of  Assets  by  Type  of  Institution 

(Percentage  of  Total  Assets  of  All  Credit  Institutions, 

Year-end  1978) 

Percent 

Type  share 

Commercial  banks   35% 

Savings  banks 25 

Rural  credit  cooperatives 18 

Small  business  credit  cooperatives 6 

Mortgage  banks 6 

Others 10 


The  types  of  institutions  differ  mainly  in  their  lending  and 
deposit  structure.  Commercial  banks  have  traditionally 


U.S.  Banks  in  Austria 

Vienna  is  not  considered  an  international  financial  center. 
The  Austrian  capital  market  is  limited  and  there  is  no 
international  stock  exchange,  although  the  stocks  of 
several  important  U.S.  and  other  foreign  firms  are  quoted 
regularly  on  the  Vienna  exchange.  Moreover,  the  Austrian 
government  has  resisted  efforts  to  make  the  Austrian 
schilling  an  international  currency  and  has  not  created  a 
tax  environment  favorable  for  offshore  operations 
Nonetheless,  Vienna  is  still  attractive  to  foreign  financial 
and  commercial  institutions,  and  has  attracted  consider- 
able international  banking  business.  The  main  attraction 
is  Austria's  political  neutrality  and  its  proximity  to  Eastern 
Europe.  Vienna's  banking  and  trade  facilities  can  be  used 
to  serve  Eastern  European  markets  and  to  finance  East- 
West  exchanges.  Moreover,  Vienna  is  the  site  of  many 
international  conferences,  fairs  and  exhibitions.  In  1978, 
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about  300  international  meetings  and  about  130  interna- 
tional events  of  various  agencies  of  the  U.N.  w/ere  held  in 
Vienna, 

Foreign  banks  have  been  increasing  their  presence  in 
Vienna  in  recent  years.  At  present,  seven  major  U.S. 
banking  organizations  are  represented  in  Vienna.  They 
include  Bank  of  America  and  American  Express  Interna- 
tional Banking  Corp.,  with  branches  in  Vienna;  Continen- 
tal Illinois  Corp.,  Chase  Manhattan  and  Citicorp,  with 
subsidiary  banks;  Philadelphia  National  Bank,  with  an 
affiliate  bank;  and  Chemical  Bank,  with  a  limited 
partnership  in  an  Austrian  private  banking  house.  Both  of 
the  latter  are  Edge  Act  Corporations.  One  of  those 
banking  organizations  also  has  representative  offices  in 
Vienna  and  holding  companies  operate  nonbank  subsid- 
iaries in  factoring,  trade  services  and  financing.  As  of 
year-end  1977,  branches  and  subsidiary  banks  of  U.S. 
banking  organizations  held  about  1  percent  of  deposit- 
money  bank  assets  in  Austria. 

Fourteen  non-U. S.  foreign  banks  are  also  represented 
in  Austria.  They  are  headquartered  in  France,  Hungary, 
the  Soviet  Union,  Canada,  Great  Britain,  Germany,  Italy, 
Poland,  Switzerland,  Japan  and  Spain.  Banks  from  a 
number  of  other  countries  have  representative  offices  in 
Vienna. 

Foreign  banks  in  Vienna  have  emphasized  business 
with  multinational  corporations,  financing  of  East-West 
trade,  and  assisting  large  and  medium-sized  Austrian 
companies  in  their  international  business  transactions. 
Representative  offices  may  only  collect  information  and 
maintain  contacts. 

Treatment  of  Foreign  Banks  in  Austria 

U.S.  banking  offices  in  Austria  essentially  receive  national 
treatment,  and  are  not  denied  equality  of  competitive 
opportunity  because  they  are  foreign  institutions.  By  law, 
foreign  banks  doing  business  in  Austria  on  a  permanent 
basis  are  considered  local  banks.  They  are  treated  like 
domestically  owned  enterprises  and  have  the  same 
rights,  responsibilities  and  privileges  as  domestic  firms, 
including  access  to  official  export  financing  and  central 
bank   rediscount  facilities.'    In  some  areas,  however, 


'  In  some  instances  the  Austrian  National  Bank  (the  central  bank)  has 
favored  foreign  banks  by  granting  them  an  exclusive  swap  facility  at 
short  notice  in  cases  of  acute  liquidity  shortage 


domestically  owned  banks  have  an  advantage  over 
foreign  institutions  by  virtue  of  having  a  strong  pressure 
group  which  influences  the  decision  making  on  banking 
matters  for  which  the  foreign  banking  community  has  no 
effective  counterpart.  As  an  example,  government 
subsidized  export  financing  has  traditionally  been  placed 
only  with  Austrian  banks.  New  credit  institutions  in  Austria 
must  be  licensed  by  the  Ministry  of  Finance  but,  once 
approved,  they  may  open  additional  branches  without  any 
further  approval.  Some  restrictions  are  applied  in  the 
granting  of  licenses,  but  they  are  not  discriminatory 
against  foreign  banks.  A  license  may  be  denied  if  capital 
to  be  dedicated  to  the  foreign  bank's  operation  in  Austria 
IS  considered  inadequate  or  if  it  is  felt  that  local  or  general 
business  conditions  do  not  warrant  the  establishment  of  a 
new  bank.  Moreover,  foreign  banks  may  be  denied 
licenses  if  legal  provisions  governing  the  parent  bank  in 
the  home  country  preclude  the  Austrian  branch's 
compliance  with  Austrian  banking  law.  No  instances  of 
such  denials  have  been  mentioned  in  reviews  of  foreign 
bank  operations  in  Austria,  however.  A  special  license  is 
required  to  permit  a  foreign  branch  to  import  required 
operating  capital.  That  requirement  appears  to  be  related 
to  the  conduct  of  monetary  policy  by  the  central  bank 
rather  than  to  attempts  to  discriminate  against  foreign 
banks,  although  it  has  some  differential  restraining  effect 
on  foreign  branch  operations  since  credit  ceilings  are 
applied  to  the  paid-in  capital  of  the  branch.  Control  of  the 
money  supply  in  Austria  is  exercised  primarily  through 
central  bank  acquisition  of  foreign  funds  arising  from 
balance  of  payments  surpluses,  including  importation  of 
capital  from  abroad.  Foreign  banks  do  not  require  special 
licenses  to  establish  representative  offices.  The  Ministry 
of  Finance  must  only  be  notified  in  writing. 

Summary  Assessment 

Overall,  U.S.  banking  offices  in  Austria  are  treated  fairly 
relative  to  domestic  and  other  foreign  banks.  There  are  no 
reports  of  any  discrimination  in  legislation  or  practice 
against  U.S.  banks  because  they  are  foreign  institutions. 
U.S.  banking  offices  are  subject  to  regulations  of  Austrian 
banking  authorities,  including  stringent  foreign  exchange 
regulations,  but  those  regulations  apply  to  all  banks 
operating  in  Austria.  The  only  advantage  domestic  banks 
have  over  foreign  banks  appears  to  be  their  strong  lobby 
in  the  nation's  decision  making  process. 
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10.  Belgium 


The  Domestic  Banking  System 

The  Belgian  financial  system  is  prinnarily  composed  of 
tfiree  major  types  of  institutions:  commercial  banks, 
national  credit  institutions,  and  private  savings  banks. 
Traditionally,  commercial  banks  fiave  specialized  in 
granting  short  term  business  loans  and  in  collecting  short 
term  deposits.  In  addition,  they  underwrite  most  corporate 
issues  and  obligations  of  public  authorities.  Private 
savings  banks  are  organized  as  limited  companies  with 
share  capital,  or  as  cooperative  societies  Most  of  their 
liabilities  are  savings  deposits.  Their  principal  assets  are 
mortgage  loans  and  government  funds.  National  credit 
institutions  are  entrusted  with  specific  public  interest 
financing  tasks  such  as  long  term  industrial  credit,  small 
business  credit,  financing  development  projects  and  local 
authorities,  and  housing  finance.  Because  they  are 
publicly  owned  and  controlled  their  deposits  and 
debentures  are  guaranteed  by  the  government.  Commer- 
cial banks  and  private  savings  banks  work  under  a 
voluntary  deposit  protection  scheme,  in  lieu  of  a 
comprehensive  government  deposit  insurance  program. 
Depository  financial  institutions  in  Belgium  had  nearly 
$92  billion  in  assets  at  the  end  of  1 978.  Table  1 0  1  shows 
the  distribution  of  those  assets. 


Table  10.1 

Market  Share  of  Belgian  Depository  Financial 
Institutions,  Year-end  1978 

Type  ol  instilulion  Percent  ol  assets 

Commercial  banks 40.0 

Private  savings  banks 1 7.6 

(Total  private) (57.6) 

Public  credit  institutions  42.4 

Total 100.0 

Commercial  banking  in  Belgium  is  highly  concentrated 
The  three  largest  banks  hold  approximately  80  percent  of 
total  commercial  bank  assets.  Among  the  public  credit 
institutions  is  a  large  public  savings  bank  which  is  one  of 
the  largest  savings  banks  in  the  EEC.  A  significant  trend 
toward  despecialization  of  both  the  private  and  public 
institutions  was  encouraged  by  legislation  enacted  in 
1 975.  The  scope  of  services  offered  by  all  institutions  has 
been  broadening  and  domestic  competition  is  becoming 
more  intense. 


To  ensure  the  well  being  of  the  Belgian  financial  system 
and  to  promote  exports,  additional  institutions  have  been 
created  at  the  initiative  of  either  the  monetary  authontes 
or  the  financial  institutions.  Most  important  among  those 
are  the  Rediscount  and  Guarantee  Institute  and  the  Credit 
Export  Institute.  Those  institutions  serve  a  policy  function 
although  their  capital  is  provided  by  commercial  banks 
and  national  credit  institutions.  Both  organizations 
provide  export  financing  and,  in  addition,  the  Rediscount 
and  Guarantee  Institute  maintains  an  active  rediscount 
market  assisting  credit  institutions  in  financial  difficulty. 

Regulation  of  the  Belgian  banking  system  is  provided 
by  the  Banking  Commission,  which  acts  in  a  supervisory 
capacity,  and  the  National  Bank  of  Belgium,  the  central 
bank,  which  controls  national  monetary  policy.  Commer- 
cial banks,  private  savings  banks  and  the  national  credit 
institutions  are  bound  by  the  application  of  monetary 
policy  measures.  A  new  legal  framework,  introduced  in 
1 975,  enlarged  the  powers  of  the  Banking  Commission  to 
cover  all  private  financial  institutions,  including  private 
savings  banks  and  commercial  banks.  The  Banking 
Commission  sets  capital  and  liquidity  requirements, 
establishes  examination  procedures,  and  has  the  power 
to  approve  or  revoke  an  institution's  right  lo  operate. 
Ratios  for  required  reserves  (maintained  in  the  National 
Bank  of  Belgium  but  which  may,  in  part,  include 
government  bonds)  are  established  as  a  fixed  portion  of 
the  monetary  liabilities  of  all  institutions  and  set  by  the 
central  bank.  The  National  Bank  of  Belgium  controls  the 
interest  rates  which  may  be  offered  on  various  liabilities.  A 
high  degree  of  cooperation  exists  between  the  Commis- 
sion and  the  central  bank. 

Belgium's  relatively  low  tax  rates  provide  an  attractive 
environment  for  international  business,  much  of  which 
represents  loans  that  are  booked  at  branches  in  Belgium 
to  take  advantage  of  the  tax  savings. 


U.S.  Banks  in  Belgium 

At  the  end  of  1978,  there  were  46  foreign  banks  and 
banking  organizations  operating  in  Belgium,  of  which  26 
had  branches  and  20  were  locally  incorporated  subsidiar- 
ies. Thirteen  U.S.  banking  organizations,  including 
American  Express  International  Banking  Corporation, 
were  represented.  Eight  of  the  U.S.  organization  had  13 
branches,  and  five  had  subsidiary  banks,  some  with 
numerous  branches.  The  U.S.  banks  accounted  for  9.5 
percent  of  all  assets  held  by  commercial  banks  in 
Belgium.  One  U.S.  bank  has  an  interest  in  one  of  six 


consortium  banks  established  in  Belgium,  and  two  US, 
banks  have  established  representative  offices. 

Like  other  foreign  banks  in  Belgium,  U.S.  banks  are 
primarily  engaged  in  international  banking,  which  in- 
cludes foreign  exchange  dealing,  Eurocurrency  loans 
and  advisory  services.  Retail  business  of  foreign  banks  in 
Belgium  is  conducted  through  subsidiaries  rather  than 
branches.  Three  US,  banks  have  engaged  significantly  in 
retail  banking  but  retail  business  has  generally  been  of 
secondary  importance  for  U.S,  banks  in  Belgium.  In  fact, 
one  US.  subsidiary  recently  cut  back  its  retail  activities. 
Another  U,S.  bank  recently  closed  a  branch  which  it  had 
previously  acquired  as  a  subsidiary  engaged  primarily  in 
retail  business.  The  bank  cited  high  labor  costs  and 
narrow  loan  margins  as  reasons  for  that  move. 

Much  of  the  domestic,  long  term  industrial  lending  is 
provided  through  the  national  credit  institutions.  Commer- 
cial banks  are  not  active  in  that  market  because  of  the 
relatively  short  term  nature  of  their  financing  and  their 
inability  to  compete  effectively  with  the  national  credit 
institutions  which  enjoy  some  advantages  arising  from 
their  public  affiliation. 

Treatment  of  Foreign  Banks  in  Belgium 

Belgium  essentially  follows  an  open  door  policy  with 
respect  to  foreign  entry.  Entry  by  banks  currently  requires 
approval  by  the  Banking  Commission,  which  imposes  a 
capital  requirement  of  50  million  Belgian  francs  ($1,6 
million)  on  both  branches  and  subsidiaries  of  foreign 
banks.  Those  requirements  are  nondiscriminatory, 
however,  and  are  applied  equally  to  domestic  firms.  In 
spite  of  the  open  door  policy  of  the  Belgian  authorities, 
U.S.  banks  have  not  been  very  active  in  seeking  entry  into 
the  Belgian  domestic  market  because  of  Belgian 
institutions'  strong  market  position.  Once  in  the  market, 
foreign  banks  are  subject  to  the  same  regulations  as 
domestic  banks  and,  in  general,  are  accorded  equal 
competitive  opportunity,  including  access  to  the  discount 
facility  at  the  Belgian  central  bank. 

The  new  regulatory  framework  introduced  in  1975 
increased  the  supervisory  power  of  the  Banking  Commis- 
sion, It  established  a  variety  of  balance  sheet  constraints 
that  could  be  imposed  by  regulation  and  tightened 
controls  over  foreign  exchange  transactions.  Presently, 
both   foreign   and   domestic   banks   are   subject  to   a 


maximum  ratio  of  risk  assets  to  capital.  Other  guidelines, 
either  prudential  or  monetary  policy  measures,  control  the 
growth  of  credit,  the  amount  of  credit  extended  to  a  single 
borrower  and  the  volume  of  liquidity,  as  well  as  setting 
•forth  auditing  procedures. 

Those  guidelines  are  applied  equally  to  all  banks,  but 
generally  are  more  constraining  for  branches  of  foreign 
banks  than  for  domestic  banks.  In  calculating  capital 
requirements,  loan  growth  and  loan  size  limitations, 
foreign  banks  in  Belgium  are  treated  as  separate  entities 
from  their  home  office  or  parent  operations.'  However, 
loans  extended  abroad  are  not  included  in  the  risk  asset 
base  on  which  capital  requirements  are  levied.  Thus, 
foreign  branches  in  Belgium  have  somewhat  greater 
flexibility  in  servicing  large  non-Belgian  operations  than  in 
servicing  Belgian  corporations. 

Transactions  in  foreign  currencies  are  made  in  dual 
exchange  markets  under  government  regulations.  These 
regulations  control  the  external  positions  of  banks,  limit 
the  ability  of  residents  to  obtain  forward  coverage  on  non- 
commercial foreign  exchange  transactions,  and  impose  a 
variety  of  administrative  and  documentation  require- 
ments. All  of  those  factors  increase  the  cost  of  doing 
business.  Because  foreign  banks  provide  more  interna- 
tional financing  than  domestic  banks,  such  rules  affect 
them  more.  Some  U.S.  banks  have  complained  about 
foreign  exchange  regulations,  but  have  not  claimed  that 
they  are  discriminatory. 

Summary  Assessment 

us  banks  appear  to  be  treated  fairly  in  Belgium  as  far  as 
entry  and  the  application  of  regulatory  standards  are 
concerned  Nevertheless,  opinions  regarding  the  overall 
regulatory  climate  and  conditions  for  doing  business  are 
mixed  and  distributed  nearly  evenly  between  favorable, 
fair  and  difficult.  Even  bankers  who  felt  that  the  regulatory 
climate  was  difficult,  mostly  because  of  capital,  liquidity, 
credit  and  foreign  exchange  constraints,  did  not  feel  that 
those  regulations  were  applied  discriminatorily. 


'The  Belgian  Banking  Commission  has  noted  that  the  application  of 
guidelines  to  the  local  capital  base  of  foreign  branches,  without  regard  to 
the  parent  bank's  capital,  IS  a  "necessary  adaptation  ,  due  to  the  lack 
of  a  separate  legal  status" 
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11.  Brazil 


The  Domestic  Banking  System 

Brazil's  banking  system  has  been  favored  by  government 
policies  since  1 964  At  that  time,  official  planning  began  to 
encourage  the  development  of  a  diversified,  modern 
financial  sector  which  would  channel  savings  into 
productive  investment  and  promote  economic  and  social 
progress.  Partly  as  a  result,  Brazil  now  has  the  most 
sophisticated  financial  system  in  Latin  America.  Bankers 
have  been  closely  associated  with  the  official  planning 
effort  and  the  financial  system  has  prospered  The 
commercial  banking  system  is,  in  general,  more  profitable 
than  any  other  business  sector  in  Brazil.  Branch  banking 
is  highly  developed  and  consumer  lending  is  widespread 
The  most  significant  feature  of  the  Brazilian  commer- 
cial banking  system  is  the  role  played  by  the  Banco  do 
Brasil,  a  commercial  bank  which  is  53  percent  govern- 
ment owned.  The  Banco  do  Brasil  was  the  fiscal  and 
monetary  agent  of  the  government  until  1965,  when  the 
central  bank,  the  Banco  Central,  started  operations.  The 
Banco  do  Brasil  still  performs  some  central  banking 
functions  and  engages  in  some  socially  and  politically 
motivated  "unprofitable"  activities,  such  as  extending 
its  branch  network  into  rural  areas.  It  en|oys,  however, 
substantial  offsetting  special  privileges  granted  by  the 
government.  Banco  do  Brasil  is  the  sole  banker  for  the 
large  and  growing  public  sector.  A  free  credit  line  from  the 
central  bank  supports  its  farm  loans,  which  comprise 
about  half  of  its  loan  portfolio.  Private  commercial  banks 
must  hold  a  40  percent  reserve  against  demand  deposits 
in  the  Banco  do  Brasil,  which  is  not  subject  to  that 
requirement.  It  is  the  depository  and  clearinghouse  for 
voluntary  deposits  of  other  banks,  funds  similar  to  US. 
federal  funds  Banco  do  Brasil  now  operates  over  1 ,200 
branches  throughout  the  country,  extends  46  percent  of 
all  private  sector  bank  credit  in  Brazil,  and  is  the  ninth 
largest  commercial  bank  in  the  world.  The  bank's  special 
situation  has  made  it  the  subject  of  increasing  criticism  by 
Its  domestic  rivals. '  Plans  to  phase  out  the  central  banking 
responsibilities  of  the  Banco  do  Brasil  are  currently  under 
discussion  in  Brazil,  among  other  proposals  for  reform  of 
the  banking  system. 


Brazilian  law  defines  commercial  bank  activity  rather 
more  narrowly  than  United  States  law.  Commercial  banks 
in  Brazil  are  limited  to  accepting  demand  and  time 
deposits  and  providing  short  term  credit.  The  National 
Monetary  Council,  which,  along  with  the  Banco  Central, 
was  established  in  the  mid-1 960's  to  control  the  monetary 
and  financial  system,  establishes  specific  credit  alloca- 
tion rules.  The  allocation  scheme  is  adjusted  according  to 
national  economic  policy  ob|ectives.-  All  banks  must  lend 
at  least  50  percent  of  their  funds  to  private  Brazilian 
companies.  The  controls  require  that   17  percent  of 
demand  deposits  be  lent  to  agriculture  and  1 2  percent  to 
small  or  medium  sized  business  at  token  rates.  Thus, 
because   about   8    percent   of  demand   deposits   are 
customarily  kept  as  cash  in  hand  and  40  percent  must  be 
set  aside  as  required  reserves,  only  23  percent  of  total 
demand  deposits  are  available  for  lending  as  the  banks 
see  fit.  That  constraint  has  led  to  a  noticeable  decline  in 
demand  deposit  growth  and  a  sharp  increase  in  savings 
accounts,  which  are  not  subject  to  any  reserve  require- 
ments. Banks  are  permitted  to  apply  a  "correction  factor," 
to  adjust  interest  rates  on  deposits  and  loans  for  inflation. 
The    major    Brazilian    banks    have    developed    into 
financial  conglomerates  by  expanding  their  activities  into 
areas    other    than    commercial    banking.    Many    own 
investment   banks,   have   acquired   consumer  finance 
companies  and  established  mortgage  lending  operations 
which    challenge    government    controlled    institutions' 
traditional  dominance  of  housing  finance.  Such  diversifi- 
cation increases  flexibility  because  each  type  of  institu- 
tion IS  subject  to  restrictions  on  the  maturity  of  its  loans. 
Investment  banks  make  "long  term"  loans,  although 
most  of  their  lending  is  for  1  year.  They  underwrite  and 
hold  long  term  securities,  and  accept  time  deposits  as  an 
important  source  of  funds.  Other  depository  institutions 
include  federal  and  state  savings  banks,  public  institu- 
tions whose  basic  operations  differ  little  from  commercial 
banks  except  for  a  higher  concentration  of  mortgage 
loans;  savings  and  loan  associations;  and  housing  credit 
companies,  which  specialize  in  housing  and  mortgage 
loans.  Table  1 1 .1  indicates  the  relative  importance  of  the 
principal  types  of  institutions 


'  A  leading  Brazilian  banker  commenled  as  follows  "The  Banco  do 
Brasil  IS  more  ol  a  central  bank  than  the  Banco  Central  Itself  It  is  also  a 
development  bank,  a  commercial  bank  and,  lately,  a  large  holding 
company  that  is  pouring  money  into  companies,  many  of  them 
commercial  flops,  partly  because  loans  were  given  to  them  when  they 
did  not  deserve  them  "  The  financial  Times.  June  28,  1978,  p  20 


'For  example,  as  an  anti-inflationary  move,  the  maximum  allocation  to 
consumer  loans  was  recently  cut  back  with  a  simultaneous  tightening  of 
consumer  credit  terms. 
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Table  11.1 

Financial  Institutions  in  Brazil,  December  1977 

(U.S.  dollars  in  billions) 

Number  ol 
Assets'     Number      branches 

Commercial  banks 38  106  8,495 

Banco  do  Brasil 34  1  1,281 

Savings  banks 17  6  1 ,578 

Investment  banks 11  39  1 46 

Savings  and  loans  and 

housing  credit  companies  9  76  440 


•  Converted  at  the  rate  of  16  05  cr  equals  U  S  dollar 

SOURCES  Banco  Central  do  Brasil,  "Relatorio  do  Banco  Central  do 
Brasil— 1977",  Boletim.  Vol  14,  No  4,  April  1978;  and 
Banco  do  Brasil,  Arjpual  Report  1 977 

Included  among  the  106  commercial  banks  indicated 
in  Table  1 1 .1  are  80  private  banks,  23  official  state  banks 
and  three  federal  commercial  banks  other  than  Banco  do 
Brasil.  The  system  also  includes  state  and  regional 
development  banks,  and  three  other  specialized  federal 
institutions— the  National  Housing  Bank  and  the  National 
Economic  Development  Bank,  each  of  which  had  about 
$1 2  billion  in  assets  at  the  end  of  1 977,  and  the  National 
Bank  of  Cooperative  Credit. 

U.S.  Banks  in  Brazil 

U.S.  commercial  banks  have  been  in  Brazil  since  1915 
and  their  presence  today  is  relatively  strong  even  though 
new/  entry  has  been  effectively  prohibited  since  1964. 
Four  of  the  17  foreign  banks  with  commercial  bank 
presence  in  Brazil  are  U.S.  banks.  Citibank  and  First 
National  Bank  of  Boston  operate  multiple  branches  and 
Chase  Manhattan  and  Bank  of  America  have  controlling 
interest  in  Brazilian  banks.  Those  four  U.S.  banks  carry  on 
an  active  retail  business:  their  assets  are  in  excess  of  $2 
billion,  and  they  operate  56  branches  in  14  cities 
throughout  Brazil.  Those  banks  account  for  57  percent  of 
all  foreign  bank  loans  and  12  percent  of  the  loans 
extended  by  Brazilian  private  banks,  excluding  Banco  do 
Brasil.  Of  the  more  than  1 00  foreign  bank  representative 
offices  in  Brazil,  most  of  which  were  established  in  the 
past  10  years,  about  a  third  belong  to  U.S.  banks. 
Furthermore,  of  the  22  investment  banks  that  have  foreign 
banks  as  shareholders,  at  least  10  involve  U.S.  banks 
participation.-' 

Because  foreign  banks'  operations  in  Brazil  are  rather 
profitable,  many  U.S.  banks  have  attempted  to  enter  or 
have  expressed  interest  in  entering  the  market  by 
opening    branches   or   establishing   commercial   bank 


subsidiaries.  None  have  been  permitted  to  do  so  since 
1 964.  As  an  alternative  to  establishing  direct  operations  in 
Brazil,  U.S.  banks  participate  in  credit  markets  indirectly 
by  loans  made  through  their  representative  offices  to 
investment  banks  and  local  banks,  which  in  turn,  lend  to 
domestic  borrowers.  That  has  been  profitable  for  both 
because  loan  spreads  have  generally  been  quite  high  in 
Brazil.^  U.S.  banks'  lending  to  Brazil  may  be  restrained, 
however,  by  central  bank  regulations  adopted  as  an  anti- 
inflation  measure.''  Several  U.S.  bank  holding  companies 
have  nonbank  subsidiaries  in  Brazil  which  engage  in 
leasing,  consumer  finance,  factoring  and  other  financing 
or  financially  related  activities. 

Treatment  of  Foreign  Banks  in  Brazil 

Although  there  are  no  specific  laws  or  regulations 
prohibiting  the  entry  of  foreign  banks,  at  present  it  is  nearly 
impossible  for  a  foreign  bank  to  open  a  branch  or 
subsidiary  in  Brazil,  or  for  an  established  foreign  bank  to 
obtain  a  license  to  open  an  additional  branch."  Many  US, 
banks  have  expressed  interest  in  establishing  Brazilian 
commercial  banking  operations.  Several  have  made 
inquiries,  but  most  have  taken  no  formal  action  because 
of  their  perceptions  that  licenses  would  not  be  granted. 
Some  incorrectly  believe  that  new  foreign  branches  were 
prohibited  by  law  or  formal  regulations.  Some  formal 
applications  have  simply  been  ignored  by  the  authorities. 
One  bank  was  told,  in  informal  discussion,  that  new 
foreign  bank  entry  was  restricted  because  the  indigenous 
banking  system  was  "too  vulnerable." 

The  restrictive  policies  against  foreign  banks  have, 
reportedly,  been  justified  in  the  past  partly  by  concern 
about  "overbanking."  In  1 976  and  1 977,  however,  nearly 
1 ,200  new  branches  of  domestic  commercial  banks  were 
approved  while  only  three  new  licenses  were  issued  to 
foreign  banks.  Established  foreign  banks  have  also  been 
denied  the  opportunity  to  expand  through  mergers,  which 
have  been  numerous  among  indigenous  banks  in  the  last 
decade. 

Permission  to  establish  a  new  foreign  bank  may  be 
granted  by  the  government  under  a  narrow  definition  of 
reciprocity.*'  When  a  Brazilian  bank,  most  likely  Banco  do 
Brasil,  wants  to  open  a  branch  or  subsidiary  in  a  foreign 
country,  the  government,  by  executive  decree,  will  allow  a 


'Participation  in  investment  banks  is  limited  to  33  percent  of  tfie  voting 
stock  Of  tfie  1 4  US,  banks  fiolding  sfiares  in  investment  banks,  at  least 
thiree  field  the  maximum  permitted,  33  percent  voting  stock,  and  some 
hold  non-voting  stock  as  well.  In  several  cases,  the  total  US,  interest  is 
quite  small. 


'  Commercial  bank  interest  rates  are  close  to  50  percent  annually,  well  in 
excess  of  the  cruzeiros  depreciation  on  an  annual  basis.  Spreads  have 
narrowed  somewhat  recently, 

A  central  bank  resolution  in  April  1979  imposed  a  50  percent  deposit 
requirement  on  private  sector  foreign  borrowing,  effectively  doubling  the 
costs  and  making  recourse  to  foreign  loans  prohibitive.  This  requirement 
may  soon  be  lifted  or  modified,  however 

"One  U.S.  bank,  long  established  in  Brazil,  was  granted  approval  to  open 
an  additional  branch  in  1 977,  It  should  be  noted,  however,  that  banks  in 
Brazil  are  able  to  relocate  existing  branches. 

See  Banco  Central  do  Brasil,  "Relatorio  do  Banco  Central  do  Brasil— 
1977,"  Boletim.  Vol  14,  No  4,  April  1978,  p,  87.  The  ratio  of  population 
per  commercial  bank  office  is  almost  triple  the  level  in  the  US.  UK  and 
Canada 

'Brazilian  law  conditions  foreign  bank  entry  on  a  requirement  of 
reciprocal  treatment  for  Brazilian  banks  in  ttie  home  country  of  the 
applicant  bank  The  authorities  have  broad  discretion  in  administering 
this  requirement. 
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commercial  bank  of  that  country  to  open  a  similar  facility 
in  Brazil  The  Central  Bank  has  argued  that  there  are 
many  US,  banks  and  representative  offices  in  Brazil  and 
only  about  10  Brazilian  bank  offices  in  the  US  Conse- 
quently, it  contends,  on  the  basis  of  its  concept  of 
reciprocity,  that  U.S.  banks  are. actually  favored. 

Foreign  banks  already  established  in  Brazil  are  denied 
equal  competitive  opportunity  in  a  broader  sense 
because  limitations  on  foreign  equity  participation  in 
nonbank  financial  institutions  preclude  them  from 
matching  the  ma|or  indigenous  banks'  diversification  into 
banking-related  activities.  In  terms  of  their  basic  opera- 
tions, foreign  banks  are,  for  the  most  part,  subject  to  the 
same  regulations  as  domestic  banks.-  Along  with  private 
Brazilian  commercial  banks,  they  are  affected  by  the 
dominant  position  and  special  situation  of  Banco  do 
Brasil,  and  their  opportunities  are  limited  generally 
because  of  the  large  size  of  the  public  sector  of  the 
economy  and  the  prevalence  of  government-owned 
financial  institutions.  Some  regulatory  restrictions  are 
imposed  on  private  banks,  domestic  and  foreign,  but  not 
on  public  sector  competitors. 

Brazil  applies  restrictions  to  all  foreign  corporations 
which,  although  they  do  not  specifically  discriminate 
against  foreign  banks,  may  place  them  at  a  slight 
disadvantage  vis-a-vis  domestic  banks.  There  are  certain 
restrictions  on  remittance  of  profits;  bank  directors  must 
be  residents  of  Brazil;  and  two-thirds  of  a  banks  payroll 
must  be  paid  to  Brazilians  or  to  "certain  legal  equivalents 
of  nationals." 


The  one  clear  distinction  between  foreign  banks  and  private  Brazilian 
banks  is  that  the  latter  are  authorized  to  accept  and  repass  to  the 
governmeni  federal  tax  payments,  while  the  foreign  banks  cannot 
perform  that  service 


Certain  regulations  which  apply  to  all  commercial 
banks  in  the  country  tend  to  have  differential  effects  on 
foreign  bank  operations,  even  though  they  are  applied 
impartially.  Those  regulations  include  the  limitations  on 
the  inflow  of  funds  from  abroad  and  restrictions  on  foreign 
exchange  holdings.  The  requirement  that  at  least  50 
percent  of  a  bank's  loans  must  be  to  private  Brazilian 
companies  handicaps  foreign  banks  because  most  of 
their  business  is  with  multinationals  and  state-owned 
enterprises.  Another  example  is  a  central  bank  resolution 
which  sets  a  1  -year  minimum  term  for  time  deposits  and 
CD's.  That  measure  was  motivated  by  monetary  policy 
concerns,  but  it  disproportionately  affects  smaller 
banks— including  virtually  all  the  foreign  banks— which 
lack  extensive  branch  networks  and  rely  heavily  on 
"bought  money  " 

Summary  Assessment 

Brazilian  exclusionary  policies  prevent  most  U.S.  banks 
from  establishing  new  commercial  bank  facilities  in  the 
country.  Foreign  banks  in  Brazil  are  treated  fairly  vis-a-vis 
private  Brazilian  banks  in  terms  of  most  regulations 
affecting  their  present  operations,  but  they  are  generally 
not  permitted  the  same  opportunity  for  branch  expansion 
or  diversification  into  various  nonbank  activities.  In  the 
past,  access  to  foreign  credit  for  domestic  needs  has 
been  obtained  by  encouraging  close  relations  with 
foreign  banks  through  a  large  network  of  representative 
offices.  The  present  exclusionary  policy  protects  domes- 
tic institutions  and  denies  competitive  opportunity  to  all 
but  a  few  banks  headquartered  in  countries  into  which 
Brazilian  banks  would  like  to  expand. 
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12.  Canada 


The  Domestic  Banking  System 

Twelve  federally  chartered  banks'  in  Canada  compete 
with  a  host  of  other  financial  institutions  and  near  banks. 
The  chartered  banks,  privately-owned  institutions  creat- 
ed by  special  Acts  of  Parliament  are  subject  to  federal 
regulation  and  supervision.  Near  banks  and  other 
financial  institutions  may  be  under  either  federal  or 
provincial  charter  and  supervision.  The  chartered  banks 
are  the  centerpiece  of  the  financial  system,  particularly 
the  five  largest,  which  account  for  about  90  percent  of 
total  chartered  bank  assets.  They  have  wide-ranging 
activities,  both  domestic  and  foreign,  and  an  extensive 
domestic  network  of  more  than  7,000  offices  through 


Table  12.1 

Assets  of  Canadian  Financial  Institutions, 
1974  and  1978 

(U.S.  dollars  in  millions) 

Type  1974  1978 

Chartered  banks $97,876  $1 59,444 

Trust  and  mortgage  loan 

companies 1 9,356  32,368 

Credit  unions  and  caisses 

populaires 1 0,407  20,21 6 

Sales  finance  and  consumer 

loan  companies 9,545  1 0,81 3 

Foreign  bank  affiliates 1 ,835  3,739 

Others* 5,181  6,444 


■  Others  include  investment  funds,  life  insurance  companies,  and 
Quebec  Savings  Banks. 

NOTE;  Figures  are  end  of  period  and  converted  at  0.9912  and  1  1860 
Canadian  dollars  per  US  dollar  for  1 974  and  1 978,  respectively 


SOURCE:  Bank  of  Canada  Review 


'  Continental  Bank  of  Canada  recently  converted  from  one  of  ttie 
country's  largest  sales  finance  companies  to  become  Canada's  12th 
cfiarlered  bank.  In  a  move  wfiichi  would  reduce  tfie  number  of  ctiartered 
banks  to  1 1  again.  Bank  Canadian  National  and  Provincial  Bank  of 
Canada,  m  July  1979.  agreed  to  merge  to  form  thie  National  Bank  of 
Canada  wtiicfi  vi/ill  be  tfie  sixth  largest  chartered  bank  That  merger 
requires  approval  by  the  IVIinisler  of  Finance  and  the  banks'  share- 
holders 


which  they  offer  retail  and  wholesale  banking  services 
nationwide.  Together,  as  of  December  1978,  they  had 
assets  and  liabilities  of  US$159  billion,  Canadian  dollar 
deposits  of  US$1 03  billion,  and  foreign  currency  liabilities 
of  US$56  billion. 

Although  the  Canadian  Bank  Act  of  1 967  reserves  use 
of  the  term  "bank"  for  the  chartered  banks,  "near  banks" 
and  other  financial  institutions  offer  various  types  of 
banking  and  other  financial  services  including  the 
acceptance  of  retail  deposits.  Near  banks  include  trust 
and  mortgage  loan  companies,  credit  unions  and  caisses 
populaires  (the  French  equivalent),  and  Quebec  Savings 
Banks.  Other  financial  institutions  are  sales  finance  and 
consumer  loan  companies,  foreign  bank  affiliates,-^'  life 
insurance  companies,  and  various  public  sector  agen- 
cies which  supplement  privately  owned  financial  institu- 
tions. Table  1 2.1  shows  total  assets  of  the  major  types  of 
financial  institutions  in  1974  and  1978. 

The  near  banks  and  other  financial  institutions  are 
established  under  either  provincial  or  federal  charters. 
Many  of  the  domestic  near  banks  are  small,  provincially 
chartered,  and  concentrated  in  Toronto  and  Montreal.  A 
few  of  the  larger  institutions  serve  the  whole  country. 

The  asset  and  liability  structures  of  the  near  banks  and 
other  financial  institutions  distinguish  them  from  the 
chartered  banks.  Trust  companies  and  mortgage  loan 
companies  are  funded  by  the  sale  of  guaranteed 
investment  certificates,  demand  deposits,  savings  and 
time  deposits  and,  to  a  lesser  extent,  the  money  market. 
Trust  and  mortgage  loan  companies'  lending  activity  is 
primarily  in  mortgage  loans;  their  combined  consumer 
and  business  loan  portfolios  are  restricted  by  provincial 
statutes  to  5  to  7  percent  of  assets.  Another  important 
activity  of  trust  companies  is  providing  fiduciary  services, 
however.  Credit  unions  and  caisses  populaires  are 
numerically  the  largest  group  competing  with  the 
chartered  banks  for  deposit  business  and  certain  types  of 
loans.  Some  provinces  have  thousands  of  local  credit 
unions  associated  with  one  or  more  central  credit  unions. 
They  use  demand  deposits,  savings  deposits,  term 
deposits  and  share  capital  to  make  personal  and 
mortgage  loans.  Sales  finance  and  consumer  loan 
companies  obtain  funds  by  selling  short  term  paper  in  the 
money  market  and  by  selling  bonds  and  debentures.  They 


-The  term  foreign  bank  affiliates  includes  companies  which  are 
subsidiaries  or  affiliates  of  either  foreign  banks  or  bank  holding 
companies. 
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finance  retail  sales  and  are  the  major  nonbank  institution- 
al source  of  business  loans.  Recently  they  have 
increased  their  activity  in  leasing  and  mortgage  lending. 
Foreign  bank  affiliates  in  Canada  are  funded  primarily 
through  borrowings  in  the  money  market  and  by  funds 
from  parent  or  affiliated  companies.  They  engage 
primarily  in  commercial  lending,  leasing  of  industrial 
equipment,  and  factoring. 

Until  recently,  chartered  banks  were  prohibited  from 
engaging  in  mortgage  lending,  leasing  and  factoring.  The 
1 967  Bank  Act  revision  cleared  the  way  for  them  to  enter 
the  conventional  mortgage  market.^  Additionally,  in 
anticipation  of  the  1977  decennial  Bank  Act  revisions, 
and  with  a  two-year  government  waiver  permitting  them 
to  own  100  percent  of  factoring  and  leasing  companies 
(they  had  previously  been  limited  to  50  percent  owner- 
ship), the  chartered  banks  have  acquired  interests  in 
those  companies. 

The  Bank  of  Canada  executes  monetary  policy. 
Chartered  banks  must  hold  reserves— 12  percent  on 
demand  deposits  and  4  percent  on  time  deposits.  A  re- 
quirement for  secondary  reserves  ranging  from  0  to  12 
percent  can  be  imposed  by  the  Bank  of  Canada. ■* 
However,  open  market  operations  in  Government  of 
Canada  securities  is  the  primary  means  of  controlling  the 
monetary  base.  The  Office  of  the  Inspector  General  of 
Banks  within  the  Department  of  Finance  is  responsible  for 
the  supervision  of  chartered  banks.  Near  banks  and  other 
financial  institutions  incorporated  under  provincial  or 
federal  charter  are  not  subject  to  the  Bank  Act  or 
supervision  by  the  Office  of  the  Inspector  General  of 
Banks,  nor  are  they  required  to  maintain  reserves. 

U.S.  Banks  in  Canada 

Under  present  law,^  foreign  banks  are  not  permitted  to 
establish  branches  in  Canada  and  the  extent  of  their 
equity  participation  in  Canadian  banks  is  severely  limited. 
No  individual  foreign  bank  may  own  more  than  10 
percent,  and  total  foreign  ownership  may  not  exceed  25 
percent  of  a  Canadian  chartered  bank.  Historically,  there 
IS  only  one  case  of  U.S.  ownership  of  a  chartered  bank.  In 
1 963,  prior  to  the  imposition  of  the  current  legal  restraints. 
First  National  City  Bank  of  New  York  (now  Citibank) 
acquired  a  small  chartered  bank,  Mercantile  Bank,  from  a 
Dutch  owner.  Although  the  acquisition  represented  a  sale 
by  one  foreign  owner  to  another,  the  transaction  furthered 
the  growing  national  concern  about  the  number  of  foreign 
takeovers  of  Canadian  businesses.  That  concern 
culminated  in  the  restrictive  foreign  equity  provisions  of 
the  1 967  Bank  Act.  That  Act  provided  a  special  exception 
for  the  pre-existing  Citibank  situation,  but  required 
divestiture  of  75  percent  of  the  stock  to  Canadian 
nationals. 


'Previously,  chartered  banks  were  permitted  to  make  only  National 
Housing  Act  mortgage  loans. 

Mn  addition  to  being  tield  in  the  form  of  currency  or  on  deposit  with  the 
Bank  ot  Canada,  secondary  reserves  may  also  be  maintained  in  the 
form  of  Canadian  treasury  bills  issued  with  a  term  of  one  year  or  less,  or 
day  loans  to  investment  dealers  acceptable  to  the  Bank  of  Canada, 

As  discussed  below  it  is  anticipated  that  new  legislative  proposals  will 
shortly  be  submitted  to  Parliament. 


Foreign  banks'  participation  in  Canadian  financial 
markets  is  essentially  limited  to  representative  offices  and 
financial  subsidiaries  and  affiliates  incorporated  under 
provincial  law.  Because  no  license  or  registration  is 
required  for  representative  offices,  the  extent  to  which 
U.S.  and  other  foreign  banks  maintain  such  offices  in 
Canada  is  not  known  with  any  certainty. 

There  are  an  estimated  50  foreign  bank  affiliates  in 
Canada  with  assets  estimated  at  over  US$4  billion  at  the 
end  of  May  1979,'^  a  doubling  over  the  past  5  years. 
About  half  of  these  are  owned  by  U.S.  banks  or  bank 
holding  companies  and  represent  about  two-thirds  of  the 
total  assets  of  foreign  bank  affiliates  in  Canada.  Foreign 
bank  affiliates  are  engaged  in  factoring,  leasing,  commer- 
cial and  consumer  financing,  industrial  equipment 
financing,  venture  capital,  real  estate  financing,  invest- 
ment banking,  and  other  financially  related  activities. 
Although  foreign  equity  investment  in  federally  incorpo- 
rated trust  and  loan  companies,  insurance  companies, 
sales  finance  and  consumer  loan  companies  is  limited  to 
10  percent,  provincial  legislation  incorporating  such 
institutions  is  silent  on  foreign  ownership.  As  a  result,  most 
U.S.  near  bank  activity  is  done  through  provincially 
chartered  subsidiaries,  mostly  established  de  novo. 
Among  the  more  substantial  equity  positions  is  Bank  of 
America's  20  percent  ownership  of  Montreal  Trust,  a 
provincially  chartered  trust  company.  Northern  Trust 
Company,  Citibank  and  Manufacturers  National  Bank  of 
Detroit  also  own  shares  of  domestic  trust  companies. 

Treatment  of  Foreign  Banks  in  Canada 

The  present  regulatory  environment  for  foreign  banks  in 
Canada  is  restrictive.  However,  the  Clark  government  has 
given  high  priority  to  submitting  new  banking  legislation  to 
Parliament  to  replace  the  1967  Bank  Act. 

Under  the  1 967  Bank  Act,  foreign  banks  are  unable  to 
call  themselves  "banks"  or  establish  branches  or  bank 
subsidiaries,  but  are  limited  to  representative  offices  or  to 
foreign  bank  affiliate  status.  They  thus  cannot  compete 
directly  with  the  chartered  banks  on  an  equal  footing 
though  they  do  compete  indirectly  by  arranging  financing 
for  Canadian  borrowers  through  their  parent  banks  or  by 
offering  some  near  bank  and  other  financial  services. 

Entry  of  new  foreign  bank  affiliates  is  presently  subject 
to  approval  by  the  Foreign  Investment  Review  Agency, 
which  requires  a  determination  that  the  proposed 
activities  offer  significant  benefit  to  Canada.  In  fact,  no 
new  foreign  bank  affiliate  has  been  granted  entry  for  the 
last  2  years,  while  the  proposed  1 977  Bank  Act  has  been 
under  review,  much  to  the  competitive  disadvantage  of  a 
number  of  U.S.  and  other  foreign  banks  wishing  to 
establish  a  presence  in  Canada. 

From  a  competitive  perspective,  the  most  important 
distinction  between  chartered  banks  and  non-"banks", 


'Total  foreign  bank  affiliate  assetsattheendoftVlay  1979  as  reported  by 
the  Bank  of  Canada  were  US  $3,969  million  (at  an  exchange  rate  of 
1  1 6)  Bank  of  Canada  statistics  are  estimated  to  include  about  80  per- 
cent of  all  foreign  bank  affiliate  activity  in  Canada.  Excluded  are  foreign 
bank  affiliated  institutions  that  are  not  primarily  involved  in  commercial 
lending  or  in  the  money  market,  such  as  trust  and  venture  capital 
companies,  and  those  Canadian  financial  institutions  affiliated  with 
foreign  companies  other  than  banks. 


48 


including  foreign  banl<  affiliates,  is  in  the  avenues 
available  for  funding  operations.  A  significant  constraint 
on  the  latter  (except  for  trust  connpanies)  is  that  they  are 
effectively  denied  access  to  relatively  inexpensive  retail 
funds  as  they  do  not  have  access  to  deposit  insurance 
and  thus  cannot  attract  retail  checking  services.  Conse- 
quently, foreign  bank  affiliates  have  had  to  fund  thenn- 
selves  predominantly  through  the  issuance  of  commer- 
cial paper  or  by  borrowing  from  parent  or  affiliated 
companies  Since  they  cannot  operate  as  branches  of  the 
parent  bank  in  Canada,  foreign  bank  affiliates  do  not 
legally  have  the  full  backing  of  their  parent  banking 
organizations  This  potentially  increases  their  cost  of,  and 
reduces  their  access  to,  domestic  sources  of  funds.  Most 
foreign  bank  affiliates  have  been  able  to  minimize  this 
disadvantage,  however,  by  specifically  arranging  for  a 
guarantee  of  the  parent.  Non-"banks"  including  foreign 
bank  affiliates  often  cannot  place  their  paper  with  major 
pension  and  insurance  funds  because  of  prudential 
restrictions  placed  on  eligible  investments  of  those  funds. 
Chartered  bank  paper  is  not  covered  by  these  res- 
trictions. Chartered  banks  can  more  easily  and  cheaply 
tap  the  Euromarkets  for  funding  due  to  their  exemption 
from  Canadian  withholding  taxes  of  15  to  25  percent  on 
interest  paid  to  nonresidents  for  market  instruments  with 
maturities  of  less  than  5  years.  Non-"banks"  are  not 
exempt  from  this  requirement.  Funding  costs  are  also 
increased  by  the  "thin  capitalization"  rules  which 
effectively  prevent  foreign  bank  affiliates  from  borrowing 
more  than  three  times  their  equity  from  their  foreign 
parent. 

While  foreign  bank  affiliates  are  currently  faced  with  the 
funding  problems  noted  above,  they  do  reap  a  significant 
funding  advantage  not  afforded  chartered  banks;  foreign 
bank  affiliates,  not  being  "banks"  under  the  1967  Bank 
Act,  are  not  subject  to  reserve  requirements.  Estimates 
indicate  that  reserve  requirements  impose  an  effective 
cost  of  about  40  basis  points  on  the  cost  of  funds  for 
chartered  banks  in  Canada.  While  the  absence  of  reserve 
requirements  for  foreign  bank  affiliates  helps  offset  other 
funding  disadvantages,  on  balance,  they  currently  pay 
more  for  their  funds  than  do  the  chartered  banks. 

Foreign  bank  affiliates  are  also  currently  subject  to  a 
number  of  operating  restrictions  and  disadvantages  not 
faced  by  chartered  banks.  In  Canadian  practice, 
chartered  banks  have  prior  claim  over  other  creditors  on 
security  and  collateral.  Foreign  bank  affiliates,  precluded 
from  banking  status,  do  not.  The  Bank  Act  also  makes  it 
easier  for  chartered  banks  to  take  collateral,  particularly 
on  mineral  rights  and  inventory. 

New  Banking  Legislation 

Opportunities  for  foreign  banks  in  Canada  would  have 
changed  significantly  if  proposals  submitted  in  1978  for 
new  banking  legislation  had  been  enacted  before 
Parliament  was  dissolved  in  March  1 979  prior  to  the  May 
elections.  Normally  the  Bank  Act  is  updated  every  10 
years,  but  the  current  revision  has  taken  longer  than 
expected  and  the  1 967  Bank  Act  has  had  to  be  extended 
until  April  1,  1980. 

The  1978  proposals  of  the  previous  Liberal  Party 
government  were  subject  to  extensive  public  debate  as 
well  as  lengthy  examination  by  both  the  Senate  Commit- 


tee on  Banking,  Trade  and  Commerce  and  the  House  of 
Commons  Committee  on  Finance,  Trade  and  Economic 
Affairs.  Those  committees,  which  included  Conservative 
Party  members,  endorsed  the  main  provisions  of  the 
proposals,  but  recommended  further  liberalization  of  the 
treatment  of  foreign  banks.'  In  this  process  no  major 
alternative  proposals  were  seriously  considered.  How- 
ever, since  the  detailed  position  of  the  new  Conservative 
government  has  not  yet  been  made  public,  the  discussion 
below  focuses  on  the  1 978  proposals  themselves  and  on 
the  recommendations  of  the  interparty  parliamentary 
committees. 

The  proposed  Bank  Act  submitted  in  1978  resulted 
from  a  1 976  "White  Paper"  on  banking  which  focused  on 
the  need  to  intensify  domestic  banking  competition  while 
ensuring  that  Canadians  retain  predominant  control  of  the 
financial  system.  Significant  portions  of  the  proposed  Act 
were  aimed  at  changing  the  present  status  of  foreign  bank 
affiliates.  Importantly,  the  proposed  Act  would  have 
allowed  wholly-owned  foreign  subsidiaries  to  become 
chartered  banks.  Other  provisions  of  the  legislation  were 
designed  to  encourage  existing  foreign  bank  affiliates  in 
Canada  to  convert  to  chartered  bank  status  with  the 
privileges  and  obligations  referred  to  above,  and  subject 
to  federal  regulatory  and  supervisory  control. 

Although  the  1978  proposals  represented  a  welcome 
step  toward  liberalization,  U.S.  and  other  foreign  banks 
would  have  been  differentially  affected  by  a  number  of 
restrictions  which  would  have  denied  them  national 
treatment  and  which  would  have  still  limited  significantly 
their  ability  to  compete  with  Canadian  banks. 

Only  wholly-owned  foreign  bank  subsidiaries  could 
have  become  chartered  banks;  direct  foreign  bank 
branches  would  still  have  been  prohibited.  Moreover,  the 
total  assets  of  all  foreign-owned  chartered  banks  in 
Canada  would  have  been  limited  to  15  percent  of  total 
commercial  financing  in  Canada.  This  would  have  limited 
foreign-owned  chartered  bank  assets  to  about  US$7 
billion  in  1978,  compared  to  US$160  billion  in  assets 
currently  held  by  Canadian  chartered  banks.  It  also  would 
have  limited  foreign  banks'  maximum  potential  market 
share  to  only  4.1  percent  of  the  total  assets  held  by 
Canadian  and  foreign  banks.  Both  the  Senate  and 
Commons  Committees  had  proposed  more  liberal  ceil- 
ings. 

Total  assets  of  individual  foreign-owned  chartered 
banks  would  have  been  limited  to  20  times  authorized 
capital.  The  proposal  was  silent  on  maximum  permissible 
capital  except  to  state  that  it  would  be  effectively 
determined  by  the  Minister  of  Finance.  The  level 
contemplated  in  the  government's  1 976  white  paper  was 
C$25  million,  a  level  which  would  have  effectively  limited 
the  asset  size  of  individual  banks  to  C$500  million,  as 
compared  to  C$48.6  billion  of  the  largest  domestic 
chartered  bank.  Both  committees  were  in  favor  of  some 
flexibility  in  that  limit. 

Individual  foreign-owned  chartered  banks  would  have 
been  limited  to  a  main  office  and  four  additional  branches. 


'See  Table  12.2  for  a  summary  of  the  major  features  of  the  proposed 
Bank  Act  which  would  have  affected  foreign  banks  and  of  the  Senate 
and  House  of  Commons  Committee  Recommendations. 
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Both  committees  recommended  more  liberal  treatment. 

The  1 978  proposal,  which  strongly  encouraged  foreign 
bank  affiliates  in  Canada  to  convert  to  chartered  bank 
status,"  would  have  imposed  the  same  limitations  and 
restrictions  on  assets  and  investments  held  by  domestic 
chartered  banks.  Some  concern  was  raised  that  the 
proposed  transition  period  was  too  short  and  could  cause 
difficulties  for  existing  foreign  bank  affiliates  required  to 
divest  present  holdings  exceeding  those  limits.  Both 
committees  recommended  a  more  liberal  transition 
period.' 

Certain  provisions  of  the  1978  proposal  could  have 
posed  immediate  problems  for  some  U.S.  banks  already 
represented  in  Canada.  For  example,  Citicorp  Leasing 
Canada,  Ltd.,  which  is  60  percent  owned  by  Citicorp,  has 
C$1  billion  in  assets  and  maintains  14  offices,  which 
clearly  placed  it  above  the  proposed  branch  limitation  and 
probably  placed  it  above  the  individual  asset  size 
limitation.  The  proposal  would  have  treated  all  offices  of 


"One  measure  of  'encouragement"  was  the  proposed  prohibition 
against  foreign  bank  affiliate  borrowings  with  the  guarantee  of  the 
parent 

''Other  notable  provisions  of  the  proposed  Bank  Act  which  would  have 
affected  foreign  banks  are  noted  in  Table  12.2 


foreign-owned  chartered  banks  as  branches.  Bank  of 
America,  which  has  C$250  million  in  assets  in  Canadian 
affiliates,  commented  that  it  would  be  faced  with  the 
difficult  choice  of  having  to  close  its  branches  in  20 
Canadian  communities  or  declining  to  convert  to 
chartered  bank  status. 

Summary  Assessment 

The  legal,  regulatory  and  political  environment  forforeign 
banks  in  Canada  is  currently  restrictive.  Present  regula- 
tions emanating  from  the  1 967  Bank  Act  were  adopted  to 
keep  foreign  banks  from  chartered  bank  status.  The 
measures  that  were  incorporated  into  proposed  banking 
legislation  submitted  to  Parliament  in  1978  by  the 
previous  Canadian  government  would  have  been  a 
welcome  step  toward  more  equal  treatment  of  foreign 
banks,  but  the  extent  of  foreign  bank  activity  in  Canada 
would  have  continued  under  significant  control.  The 
responsible  interparty  Parliamentary  committees  had 
recommended  some  liberalization  in  the  proposed 
provisions  pertaining  to  foreign  banks  before  Parliament 
was  dissolved  in  March  1979  prior  to  the  May  election. 
The  new  Canadian  government  has  given  high  priority  to 
passage  of  banking  legislation,  and  is  expected  to  submit 
proposals  to  Parliament  when  it  reconvenes  in  October 
1979, 


Table  12.2 
Proposed  Canadian  Bank  Act  of  1978 


Notable  provisions  ol  the  Bank  Act  affecting 

foreign  banks  as  submitted  to  Parliament. 

May  1978 

1.  Wholly-owned  foreign  subsidiar- 
ies may  become  chartered  banks; 
branches  not  permitted. 

2.  7o(a/  assets  of  all  foreign  subsid- 
iaries limited  to  1 5  percent  of  total 
bank  commercial  financing  in 
Canada  {i.e.,  about  C$7  billion 
limit). 


Individual  foreign  bank  subsidiary 
assets  limited  to  20  times  autho- 
rized capital  (announced  policy  to 
limit  authorized  capital  to  C$25 
million  unless  under  exceptional 
circumstances). 


Recommendations  ol  Senate  Committee  on 
Banking.  Trade  and  Commerce 

No  change. 


Expand  15  percent  limit  to  include 
lease  financing;  receivables;  loans  to 
and  investments  in  Federal,  provin- 
cial and  municipal  governments;  and 
loans  to  investment  dealers. 


Index  the  growth  of  permissible  asset 
size  of  a  foreign  bank  subsidiary  to 
the  rate  of  growth  of  Canadian- 
owned  chartered  banks. 


Recommendations  of  House  ol  Commons 

Committee  on  Finance,  Trade  and 

Economic  Affairs 

Allow  subsidiaries  or  branches. 


Overall  limitation  on  total  domestic 
assets  of  foreign  banks  in  Canada 
equal  to  1 0  percent  of  total  domestic 
assets  of  all  chartered  banks  in 
Canada,  with  no  limit  on  the  foreign 
activities  of  foreign  banks  operating 
in  Canada  (i.e..  limit  C$1 0-1 1.5  bil- 
lion). 


Exclude   all    international 
from  limit. 


business 
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Table  12.2— Continued 
Proposed  Canadian  Bank  Act  of  1978 


Nni:,i,i,..  n'f>i"s/ons  ol  Ihe  Bank  Act  allecling 
s  as  submilled  lo  Parliament 
May  1978 

4.  (a)  Foreign  bank  subsidiaries 
limited  to  five  branches;  no 
branches  outside  of  Canada, 


(b)  Grandfather  existing  branch 
networks  of  foreign  bank 
affiliates  seeking  to  become 
subsidiaries  for  10  years. 

All  banks  (domestic  and  foreign) 
are  prohibited  from  holding: 

—  more  than  50  percent  {10 
percent)  of  the  voting  shares  of 
a  Canadian  corporation  with  a 
total  share  value  less  then  CSS 
million  (greater  than  CSS  mil- 
lion) 

—  more  than  10  percent  of  voting 
shares  in  trust  or  loan 
companies  that  accept  deposits 
from  the  public. 

Transitional  rules  on  foreign  bank 
affiliates: 

(a)  Direct  investments— no  tran- 
sitional period;  immediate 
divestiture  required  of  excess 
holdings; 


(b)  Indirect  investments- 
divestiture  of  excess  holdings 
required  within  2  years 

6.  Storage  and  processing  of  bank 
records  must  be  done  in  Canada 

7.  Foreign  nonbank  affiliates  may  not 
borrow  with  the  guarantee  of  their 
foreign  parent  or  affiliate  without 
approval  of  the  Ministry  of  Fi- 
nance. 

8.  Reciprocity— banks  from  jurisdic- 
tions not  affording  Canadian 
banks  reciprocity  may  be  denied 
entry  into  Canada. 


Nations  ol  Senate  Committee  on 
ng.  Trade  and  Commerce 

(a)  Allow  foreign  bank  subsidiaries: 

—  one  place  of  business,  plus 

—  one  branch  in  each  province 
and  territory  of  Canada 

—  no  branches  outside  of 
Canada. 

Allow  additional  branches  as 
circumstances  warrant  and  the 
public  interest  dictates,  keeping 
in  mind  reciprocity  commitments 
to  other  countries. 

(b)  Permanent  grandfathering  of 
existing  foreign  "near  bank" 
branch  network. 

No  change. 


Foreign  bank  parent  or  affiliate 
allowed  up  to  2  years  to  divest 
investments  or  transfer  them  to  its 
Canadian  bank  subsidiary  which 
would  have  an  additional  1 0  years  to 
effect  divestiture. 

Grandfather  existing  indirect  invest- 
ments; at  end  of  1 0  years  divestiture 
of  all  or  a  portion  may  be  required. 

Eliminate  restriction  as  long  as  copy 
available  in  Canada. 

No  change. 


No  change. 


Recommendations  ol  House  ol  Commons 

Committee  on  Finance.  Trade  and 

Economic  Allans 

No  limit. 


No  change. 


Reasonable  period  allowed. 


Same  as  Senate. 


No  change. 


No  change. 
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13.  Denmark 


The  Domestic  Banking  System 

The  Danish  banking  system  has  two  major  types  of 
depository  institutions:  commercial  banks  and  savings 
banks.  In  addition,  there  are  real  estate  credit  associa- 
tions, which,  although  not  part  of  the  banking  system, 
provide  mortgage  loans  financed  by  sales  of  bonds  which 
are  highly  competitive  with  bank  deposits.  The  main 
distinction  between  commercial  banks  and  savings 
banks  is  the  form  of  ownership.  All  commercial  banks  are 
limited  liability  joint  stock  companies  while  savings  banks 
are  self  governing  mutual  institutions  that  were,  until 
recently,  exempt  from  corporate  income  taxation. 

In  addition  to  the  traditional  banking  activities  of  taking 
deposits  and  making  loans,  both  types  of  depository 
institutions  are  permitted  to  engage  in  related  activities 
such  as  factoring  and  leasing.  Banks  and  bank  manage- 
ment need  specific  permission  to  engage  in  any  business 
outside  the  financial  sector. 

Although  Danish  commercial  banks  deal  in  foreign 
exchange  operations,  their  representation  abroad  is 
limited.  The  large  banks  have  joined  consortia  or 
established  subsidiaries  rather  than  operating  direct 
branches  abroad. 

Some  statistics  on  commercial  and  savings  banks  in 
Denmark  are  presented  in  Table  13.1.  The  commercial 
banks'  combined  total  assets  are  approximately  three 
times  those  of  the  savings  banks,  with  most  of  the  assets 
concentrated  among  the  largest  five  commercial  banks. 
The  five  large  commercial  banks  have  extensive  branch 
networks  throughout  Denmark  and  account  for  70 
percent  of  the  aggregate  assets  of  the  commercial 
banking  sector.  There  are  two  very  large  savings  banks, 
the  Sparekassen  SDS  and  the  Sparekassen  Denmark, 
that  account  for  over  60  percent  of  total  savings  bank 
assets.  Many  of  the  savings  banks  are  quite  small. 

All  banks  in  the  system,  including  foreign  banks,  are 
regulated  by  the  Inspectorate  of  Commercial  and  Savings 
Banks,  which  is  responsible  for  enforcing  the  provisions 
of  the  1 974  Commercial  and  Savings  Banks  Act.  That  Act 
laid  down  regulations  under  which  all  banks,  including 
foreign  banks,  were  to  operate,  starting  January  1 , 1 975 
The  central  bank  of  Denmark,  the  Danmarks  National 
Bank,  in  conjunction  with  the  Royal  Bank  Commissioner, 
a  designated  cabinet  member,  is  responsible  for  the 
implementation  of  monetary  policy  and  for  administering 
foreign  exchange  controls. 


Table  13.1 

Financial  Institutions 
in  Denmark,  1978 

(U.S.  dollars  in  billions) 


Assets* 

Deposits+ 

Number  of  institutions* 


Commercial 
banks 

34 
17 
79 


Savings 
banks 

12 

9 

179 


NOTE:  All  figures  are  converted  at  5.09  kroner  per  dollar.  Conversion 
figures  from  IMF,  International  Financial  Statistics.  June  1979 

SOURCES:  'Figures  supplied  by  U.S.  Embassy.  Copenhagen 

+  Danmarks  National  Bank.  Monetary  Review.  February, 
1979. 


U.S.  Banks  in  Denmark 

Although  foreign  banks  were  permitted  to  establish 
subsidiary  banks  and  representative  offices,  they  were 
barred  from  opening  branches  in  Denmark  until  January 
1975.  Following  Denmark's  entry  into  the  European 
Economic  Community  (EEC)  bank  regulations  were 
amended  to  allow  foreign  banks  to  open  branches. 
Branches  and  subsidiaries  of  foreign  banks  are  subject  to 
the  same  regulations  that  apply  to  domestic  banks. 

As  of  1978.  eight  U.S.  banking  organizations  had 
operations  in  Denmark.  Those  institutions  now  operate 
three  direct  branch  offices,  one  direct  subsidiary  and 
three  representative  offices;  one  U.S.  bank  holding 
company  has  a  Danish  private  bank  affiliate  and  another 
is  engaged  in  factoring  through  a  subsidiary.'  American 
Express  International  Banking  Corporation  has  operated 
a  subsidiary  since  1 971 .  Total  assets  of  direct  branches 
of  U.S.  banks  in  Denmark  equal  only  about  1  percent  of 
the  all  banking  assets  in  Denmark.'  Most  of  the  U.S.  banks 
are  located  in  Copenhagen. 


'  The  American  Banker.  Marcti  23,  1979. 

'  Current  data  for  ttie  one  U.S.  bank  subsidiary  is  not  available;  based  on 
December  1975  figures,  its  sfiare  of  domestic  deposits  w^as  very  small. 
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Treatment  of  Foreign  Banks  in  Denmarl< 

A  commercial  or  savings  bank  from  a  non-EEC  country 
must  obtain  a  permit  from  tfie  Danish  Minister  of 
Commerce,  Industry  and  Sfiipping  before  it  can  open  a 
brancfn  or  establish  a  subsidiary  bank  in  Denmark.  In 
contrast,  there  is  no  formal  licensing  requirement  for 
domestic  banks  or  for  banks  from  EEC-member  coun- 
tries. All  commercial  banks,  however,  are  subject  to 
registration  requirements  and  formal  approval  of  their 
bylaws  and  articles  of  association. 

In  considering  a  request  for  a  permit,  a  reciprocity 
criterion  is  applied  to  each  bank's  application  to  ensure 
that  reciprocal  facilities  are  available  for  a  Danish  bank  to 
open  a  branch  or  establish  a  subsidiary  in  the  applicant's 
home  country.  There  is  no  indication  that  the  reciprocity 
criterion  has  been  applied  in  such  a  way  as  to  affect  U.S. 
banks  adversely. 

Foreign  commercial  or  savings  banks  that  establish 
branches  in  Denmark  must  take  the  same  legal  form  of 
ownership  as  Danish  commercial  and  savings  banks. 
This  requirement  alsoapplies  to  foreign  commercial  bank 
subsidiaries.  That  is,  a  foreign  parent  commercial  bank 
must  be  a  limited  liability  corporation  and  a  foreign  parent 
savings  bank  must  be  an  independent  mutual  organiza- 
tion. 

There  are  no  legal  requirements  concerning  the 
nationality  and  competence  of  personnel  in  charge  of 
foreign-owned  branches.  Only  notification  of  appoint- 
ments and  retirements  of  branch  managers  and  auditors 
IS  required.  On  the  other  hand,  subsidiaries  of  foreign 
banks  must  be  structured  and  managed  in  the  same  way 
as  Danish-owned  banks.  Members  of  the  boards  of 
directors  and  general  managers  must  be  Danish 
residents,  unless  the  residency  requirement  is  explicitly 
waived,  U.S.  banks  have  not  complained  of  difficulty  in 
obtaining  work  permits. 

Danish  regulatory  authorities  closely  monitor  the 
activities  of  branches  and  subsidiaries  of  foreign  banks  to 
ensure  that  they  operate  under  the  same  conditions  as 
domestic  banks.  Branches  and  subsidiaries  of  foreign 
banks  are  not  allowed  to  engage  in  activities  other  than 
those  authorized  for  domestic  commercial  and  savings 
banks.  In  general,  there  is  no  geographical  branching 
restriction  in  Denmark.  Thus,  foreign  branch  banks  can 
conduct  business  through  more  than  one  office  and  from 
any  location. 


Like  the  domestic  commercial  and  savings  banks, 
branches  of  foreign  commercial  and  savings  banks  are 
subject  to  a  KR.  5  million  (about  $950,000  at  recent  rates) 
minimum  capital  requirement.  A  branch  of  a  foreign  bank 
IS  treated  as  an  independent  entity  and  is  subject  to  the 
same  capital  requirement  as  a  local  bank. 

Branches  and  subsidiaries  of  foreign  banks,  like 
domestic  banks,  are  required  to  maintain  a  net  capital  to 
total  liabilities  ratio  of  at  least  8  percent.  However,  in  cal- 
culating the  capital  ratio,  branches  of  foreign-owned 
banks  must  reduce  their  net  capital  by  the  amount  of 
branch  claims  on  their  head  offices  or  on  any  of  their 
subsidiaries  or  branches  outside  Denmark.  Liabilities  to 
head  offices  and  subsidiaries  or  to  branches  outside  of 
Denmark  are  included  in  the  definition  of  liabilities  subject 
to  the  net  capital  requirement  for  foreign  banks.  The 
effective  capital  requirement,  coupled  with  a  ceiling  on 
the  spread  between  lending  and  deposit  rates  (currently 
the  average  spread  earned  by  all  banks  in  Denmark  for 
the  period  1972-74)  has  made  it  difficult  for  U.S.  branches 
to  increase  capital  to  compete  with  the  domestic 
commercial  and  savings  banks. 

The  legal  lending  limit  in  Denmark  restricts  loans  to  any 
single  borrower  to  less  than  35  percent  of  a  bank's  net 
capital.  Although  the  limit  is  the  same  for  both  domestic 
and  foreign-owned  commercial  and  savings  banks,  it 
differentially  restrains  foreign  branch  operations  because 
for  domestic  banks  it  is  based  on  the  capital  and  reserves 
of  the  whole  bank,  while  for  branches  of  foreign  banks  it  is 
based  on  the  bank's  net  capital  in  Denmark  only. 

Summary  Assessment 

Opportunities  for  foreign  banks  in  Denmark  were 
expanded  by  the  new  law,  effective  in  1975,  which 
permitted  foreign  bank  branches.  Non-EEC  foreign  bank 
branches  are  subject  to  licensing  requirements  and 
reciprocity  considerations  may  apply.  Neither  of  those 
differences  has  limited  U.S.  entry  to  date.  Although 
domestic  and  foreign  banks  are  treated  evenhandedly  for 
regulatory  purposes,  the  application  of  capital  require- 
ments and  related  ratios  to  branches  tends  to  have  a 
differentially  restraining  effect  on  their  operations.  On  the 
whole,  the  regulatory  enviroment  is  considered  fair  or 
favorable  by  U.S.  banks. 
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14.  France 


The  Domestic  Banking  System 

The  French  banking  system  includes  formal  distinctions 
between  types  of  institutions,  direct  and  indirect  state 
participation  in  the  industry,  and  a  plethora  of  special- 
purpose  institutions,  many  of  which  are  state-controlled. 

Banking  under  French  law  includes  three  types  of 
"registered"  institutions:  deposit  banks,  investment 
banks  and  medium  and  long  term  credit  banks.  Deposit 
banks  traditionally  rely  on  demand  or  short  term  deposits 
They  provide  credit  but  may  not  hold  more  than  20 
percent  of  the  equity  of  non-financial  firms.  Investment 
banks  rely  more  on  longer-term  deposits  and  funds 
borrowed  from  the  deposit  banks.  They  extend  credit  and 
in  addition  are  authorized  to  take  and  manage  equity 
holdings  in  new  or  existing  businesses.  Although  those 
two  types  of  banks  are  officially  separate,  the  distinction 
between  them  has  narrowed  since  modifications  of  the 
banking  rules  in  1966-1967.  Medium  and  long  term 
banks,  which  are  mainly  subsidiaries  of  other  banks, 
extend  credit  primarily  of  more  than  two  years'  duration 
and  are  subject  to  the  same  limits  on  equity  holdings  that 
apply  to  commercial  banks.  They  raise  some  funds  via 
long  term  deposits,  but  rely  chiefly  on  issuing  obligations 
to  their  parent  organization.' 

Of  the  various  types  of  registered  banks,  deposit  banks 
are  by  far  the  most  important.  They  hold  between  85  and 
90  percent  of  all  bank  assets  in  France.  Most  foreign 
banks,  including  U.S.  banks,  doing  business  in  France  are 
deposit  banks.  The  big  three  nationalized  banks'  hold 
over  55  percent  of  deposit  banks'  assets,  or  about  50 
percent  of  registered  banks'  assets.  Although  those 
banks  are  nationalized  and,  therefore,  subject  to  consid- 
erable governmental  influence,  they  generally  act  as 
independent  entities. 

The  National  Credit  Council  and  the  Bank  Control 
Commission  provide  the  official  regulatory  framework  for 
French  banking.  In  order  to  operate  as  and  be  identified  as 
a  bank,  inscription  on  the  official  banking  list  must  be 
granted  by  the  National  Credit  Council.  A  minimum  capital 
subscription  is  required  and  the  backgrounds  of  bank 
directors  are  examined.  No  special  conditions  are  applied 
to  foreign  banks.  Reserve  requirements  on  loans  as  well 
as  deposits  are  set  by  the  National  Credit  Council.  A 


'  They  cannot  accept  deposits  of  less  than  two  years'  maturity  without 
specific  regulatory  approval. 

■The  big  three  are  Banque  Nationale  de  Paris.  Credit  Lyonnais  and 
Soci6t6  G6n6rale 


special  feature  of  French  banking  regulation  is  the 
"encadrement  du  credit,"  or  credit  growth  restriction.  The 
Bank  Control  Commission  is  more  concerned  with  the 
particulars  of  individual  bank  operation  than  with  overall 
regulation.  Auditing  and  solvency  concerns  are  its  main 
responsibility.  Both  French  and  foreign  banks  are  subject 
to  several  kinds  of  "liquidity  ratios"  relating  assets  to 
liabilities  and  capital 

In  addition  to  the  registered  banks,  there  are  numerous 
credit  institutions  with  special  legal  status  which  also 
carry  out  banking  business.  Those  institutions  include  the 
mutual  and  cooperative  banks  which  are  state-controlled. 
They  are  limited  to  activities  in  a  particular  sector,  but 
those  limitations  are  not  rigid  and  their  specialization  is 
diminishing.  By  far  the  largest  of  these  specialized 
institutions  is  the  Credit  Agricole,  one  of  the  largest  banks 
in  the  world  as  well  as  the  largest  single  deposit  accepting 
organization  in  France.  The  Credit  Agricole  network  has 
assets  equal  to  almost  one-quarter  of  the  total  assets  of 
registered  banks.  Although  it  engages  only  in  rural  or 
agriculture-related  lending,  its  affiliates  collect  deposits 
throughout  the  country. 

There  are  several  other  kinds  of  cooperative  institu- 
tions in  the  mutual  sector  in  France.  Together,  those 
institutions  hold  about  10  percent  of  the  assets  of 
registered  banks.  There  are  also  ordinary  savings  banks 
which  collect  savings  and  are  administered  by  the  Caisse 
des  Depots  et  Consignations,  a  state  agency.  Competing 
with  the  savings  banks  is  the  Caisse  Nationale  d'Epargne, 
which  IS  under  the  Ministry  of  Post  and  Telecommunica- 
tions. The  primary  state-sponsored  credit  institutions 
raise  funds  from  the  Caisse  des  Depots,  bond  issues,  and 
state  grants.  Each  provides  credits  to  a  particular  sector. 
The  principal  entities  and  their  associated  sector  are  the 
Banque  Frangais  de  Commerce  Exterieur,  for  exports; 
Credit  Foncier,  for  mortgages;  and  the  Societes  de 
DSveloppement  Regional  for  regional  development. 

U.S.  Banks  in  France 

Foreign  banks  have  a  long  history  of  operation  in  France, 
and  evidence  indicates  that  they  are  admitted  to  the 
market  liberally  and  that  the  treatment  they  receive  is 
impartial  and  nondiscriminatory.  Most  of  them,  whether 
branches  or  subsidiaries,  are  registered  as  deposit  banks 
and  are  engaged  in  wholesale  as  opposed  to  retail 
banking  business.  As  Table  14.1  indicates,  between  the 
mid-1960's  and  1977  the  numbers  and  presence  of 
foreign  banks  increased  sharply,  although  they  still  are  far 
behind  indigenous  banks  in  terms  of  number  of  branches 
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and  total  assets.  Most  expansion  during  that  period  was 
accounted  for  by  banks  from,  or  controlled  from,  ttie 
United  States,  Japan,  Spam  and  Arab  countries.  As  in 
some  ottier  countries,  expansion  has  slowed  noticeably 
in  recent  years  and,  in  fact,  some  retrenchment  has  taken 
place.  That  is  attributed  to  greater  competition  from 
French  banks  for  Eurocurrency  business,  and  a  general 
surplus  of  bank  branches  within  the  country,  both  of  which 
have  squeezed  profit  margins.  U.S.  bank  presence  and 
organizational  form  in  France  during  the  1975  to  1977 
period  is  shown  in  Table  14.2. 

Table  14.1 

Deposit  Banks  in  France,  1966  and  1977 

All  banks      Foreign  banks 
1977       1966       1977    1966 

Number  of  banks 277  248  88  37 . 

Number  of  branches 9,497  444  325  99 

Total  assets 1,097  158  159  13 

(FF  billions) 


SOURCE:  Raymond  Lab.  "Banking  Structures  and  Sources  of  Finance 
in  France."  Association  Franqaise  des  Banques,  August 
1978 

Table  14.2 

U.S.  Banl<ing  Organizations'  Presence  in  France. 
1975-1977 


1975  1976 

Branches 24  24 

Bank  subsidiaries: 

Commercial 2  2 

Other 2  2 

Nonbanking  presence: 

Subsidiaries 12  10 

Affiliates N.A,  8 


13 
N.A. 


NOTE,  NA  indicates  data  not  available  As  of  January  2, 1979  the  18 
US  banks  in  France  consisted  of  16  commercial  banks, 
including  some  with  multiple  offices,  and  2  investment  banks 


Like  other  foreign  banks,  U.S.  banks  in  France  are 
heavily  concentrated  in  the  deposit  bank  category,  partly 
because  of  U.S.  restrictions  on  investment  banking 
activities  of  branches  and  subsidiaries.  Most  branches  of 
U.S.  banks  are  active  in  the  wholesale,  as  opposed  to 
retail,  end  of  the  market.  At  the  end  of  1 977,  U.S.  branches 
and  subsidiary  commercial  banks  had  nearly  5  percent  of 
deposit-money  bank  assets  in  France. 


no  distinction  between  indigenous  and  foreign-controlled 
operations.  Article  1 5,  in  fact,  provides  explicitly  that  the 
law  applies  equally  to  foreign  and  domestic  banks.  Article 
7  of  the  same  law  limits  the  number  of  non-French 
directors  a  bank  may  have,  and  requires  permission  for  a 
foreigner  to  act  as  bank  manager.  Those  provisions  were 
dropped  in  1975  for  nationals  of  EEC  countries. 

No  U.S.  banks  have  indicated  any  difficulties  obtaining 
work  permits  for  foreigners  in  their  French  operations.  The 
1975  amendment  to  the  banking  law  also  abolished  the 
special  register  for  foreign  banks.  They  are  now  carried 
on  the  same  register  as  domestic  banks. 

Article  8  of  the  banking  law  requires  that  banking 
activities  in  France  be  supported  by  a  specified  minimum 
capital,  which  varies  according  to  the  type  of  institution. 
Those  minimums  are  applicable  to  both  domestic  and 
foreign  institutions.  In  the  case  of  foreign  branches,  the 
head  office  is  required  to  "dedicate"  at  least  that  minimum 
capital  to  the  branch  operations.  The  banking  law  also 
contains  provisions  that  could  serve  as  the  basis  for 
administrative  discrimination  against  foreign  banks. 
Establishment  of  branches  by  any  bank,  for  instance, 
must  be  "justified  by  general  and  local  economic  needs," 
but  there  appears  to  be  no  history  of  anything  but 
evenhanded  treatment  of  applications  by  French  authori- 
ties. 

Survey  responses  showed  that  U.S.  banks  in  France 
generally  thought  they  were  being  treated  fairly  in 
comparison  with  other  banks,  although  several  felt 
disadvantaged  by  French  credit  controls.  The  situtation  of 
foreign  banks  in  France  has  been  appraised  by  various 
outside  observers.  In  each  case,  their  judgment  has  been 
that,  in  both  the  narrow  statutory  sense  and  the  broader 
administrative  sense,  foreign  banks  have  been  treated 
equitably.  Although  any  foreign  investment  in  France  is,  in 
principle,  subject  to  government  approval,  such  approval 
has  been  readily  granted  for  establishment  of  branches. 
In  cases  involving  acquisitions,  the  authorities  have 
sometimes  preferred  and  encouraged  participations  or 
takeovers  by  domestic  banks,  but  foreign  bank  involve- 
ment has  been  approved  on  a  number  of  occasions,' 
especially  for  institutions  from  the  EEC,  a  few  of  which 
have  made  large  acquisitions  in  France,  Generally, 
French  authorities  expect  countries  whose  banks  are 
allowed  to  establish  operations  in  France  to  extend 
reciprocal  privileges  to  French  banks.  Several  French 
banks  are  now  among  the  largest  in  the  world  and  operate 
in  many  countries. 

The  major  impediments  to  foreign  bank  operations  in 
France  are  associated  with  the  comprehensive  French 
system  of  exchange  controls.  It  should  be  stressed  that 
those  regulations  apply  to  both  domestic  and  foreign 
institutions.  Exchange  control  regulations  tend  to  restrict 
capital  outflows,  e.g.,  French  franc  loans  to  nonresidents, 
an  area  in  which  foreign  banks  might  potentially  be  more 
involved  than  domestic  banks  and,  in  that  sense,  may 
have  some  discriminatory  effect.  Several  banks  respond- 
ing to  the  survey  expressed  annoyance  at  the  exchange 
control  regulations.  At  the  same  time,  however,  it  should 


Treatment  of  Foreign  Banks  in  France 

^The  French  Banking  Law  of  1941,  as  amended,  sets  forth 
conditions  for  operating  as  a  registered  bank,  and  makes 


^Approval   by   the   National   Credit   Council    is   required    if   foreign 
participation  in  a  local  bank  exceeds  20  percent  and/or  FF  10  million. 
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be  noted  that  since  early  1 974,  banks  in  France  have  not 
been  required  to  maintain  reserves  against  nonresident 
deposits,  a  feature  which  may  work  in  favor  of  foreign 
institutions  which  tend  to  rely  more  heavily  on  such  funds^ 

The  French  domestic  credit  cohtrol  apparatus  drew  the 
most  comment  from  US  banks  as  adversely  affecting 
their  activities.  In  France,  reserves  are  required  against 
assets  and  liabilities.  Reserves  on  deposit  liabilities, 
initiated  in  1 967  and  varied  occasionally,  and  a  reserve  of 
0.5  percent  against  banks'  loans  constitute  the  "ordinary" 
reserves.  Under  the  system  of  "encadrement  du  credit," 
most  recently  activated  in  1972,  the  Bank  of  France  has 
attempted  to  exert  more  forceful  control  over  the  growth 
of  the  French  money  supply  by  direct  controls  on  the 
growth  of  domestic  bank  credit.  That  is  effected  by  levying 
supplementary  reserves  against  bank  credit  growth 
which  is  in  excess  of  certain  norms  which  are  periodically 
adjusted.  Export  credits  and  certain  medium  term 
domestic  loans  have  often  been  excepted  or  partially 
excepted  from  the  credit  growth  rules.  The  supplemen- 
tary reserves  required  for  exceeding  the  norms  are  fairly 
steeply  graduated  and  are  an  effective  deterrent  against 
such  excesses 

fvlost  of  the  banks  responsing  to  the  survey  felt  that  the 
"encadrement"  hampered  their  operations  and  ability  to 
compete  in  the  French  market.  In  some  cases,  the 
perceived  unfairness  results  from  individual  situations. 
"Encadrement  du  credit"  came  into  effect  at  time  when 
several  U.S.  banks  had  recently  established  operations  in 
France  and  had  not  yet  built  up  domestic  loan  portfolios ' 
Although  none  of  the  new  arrivals  said  they  were  unable 
to  operate  because  of  the  "encadrement"  constraints. 


several  noted  that  the  system  prevents  them  from 
increasing  their  share  of  the  domestic  loan  market.  The 
historical  evidence  suggests  that  French  authorities  have 
been  sensitive  to  the  problems  of  new  entrants  and, 
without  abrogating  the  "encadrement"  rules,  they  have 
sometimes  been  bent  in  such  cases.  Exceptions  to  the 
credit  ceilings  have  been  made  for  new  entrants,  and 
foreign  banks  have  generally  been  allowed  to  use  their 
capitalization  as  the  base  for  future  credit  expansion.^ 


Summary  Assessment 

Foreign  banks  have  liberal  access  to  the  French  market  in 
both  branch  and  subsidiary  forms  and  are  accorded 
essentially  national  treatment  by  the  regulatory  authori- 
ties. The  few  examples  of  discrimination  mentioned  by 
survey  respondents  are  incidental  to  the  French  system 
of  exchange  credit  controls,  and  do  not  appear  to 
substantially  impair  their  competitive  position. 


'  The  French  Bank  Control  Commission  has  noted  that  U.S.  banks,  some 
of  which  have  been  in  France  a  long  time,  are  not  at  a  disadvantage 
relative  to  other  foreign  banks  or  new  French  banks;  and  that  the  ability 
of  foreign-based  banks  to  deal  in  foreign  exchange  on  the  international 
markets  gives  them  an  advantage  over  French  banks, 

^  Very  little  else  of  interest  was  revealed  by  the  questionnaires.  One  bank 
noted  that  foreign  banks  were  less  constrained  that  French  banks 
because  the  growth  of  non-franc  assets  and  liabilities  were  not  required 
to  match  as  they  were  for  French  banks  Another  respondent  mentioned 
the  lack  of  access  to  French  government  deposits,  but  that  dit  not 
appear  to  be  of  significant  concern  for  foreign  banks  as  a  group. 
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15.  Federal  Republic  of  Germany 


The  Domestic  Banking  System 

Deposit-taking  financial  institutions  in  Germany  are 
subject  to  fewer  restraints  than  banks  in  almost  any  other 
major  country.  Although  German  banks  fall  into  three 
broad  categories— commercial  banks,  savings  banks 
and  credit  cooperatives— the  distinctions  among  them 
and  their  central  organizations  have  weakened  greatly  in 
the  past  20  years.  With  the  lifting  of  branching  restrictions 
in  1 958  and  removal  of  interest  rate  controls  in  1 967,  the 
major  types  of  deposit-taking  institutions  have  moved 
increasingly  into  multipurpose  banking.  Commercial 
banks  in  Germany  are  often  depicted  as  "universal" 
banks,  because  many  are  actively  engaged  in  investment 
banking  and  underwriting  as  well  as  the  usual  deposit  and 
loan  business.  They  also  purchase  shares  in  other 
financial  and  nonfinancial  enterprises  for  their  own  and 
customer  accounts.  During  the  past  10  years,  the  larger 
German  commercial  banks  and  central  giro  (deposit  and 
clearing)  institutions  have  played  an  increasingly  promi- 
nent role  on  the  international  scene,  in  part  through 
overseas  branches  and  subsidiaries  in  Luxembourg  and 
elsewhere,  and  in  part  through  their  leadership  in 
Eurocurrency  and  Eurobond  syndicates. 

Banking  in  Germany  is  governed  by  the  Banking  Act  of 
1961,  as  amended  in  1976  in  the  aftermath  of  the  1974 
collapse  of  Bankhaus  Herstatt.  Certain  provisions  of  the 
Foreign  Trade  and  Payments  Act  of  1961  are  also 
relevant,  especially  in  the  area  of  exchange  controls, 
which  have  been  used  on  several  occasions  to  inhibit 
unwanted  capital  inflows.  The  bank  regulatory  framework 
is  set  forth  mainly  in  the  Banking  Act  of  1961,  which 
created  the  Federal  Banking  Supervisory  Office  (FBSO). 

As  suggested  in  Table  15.1,  the  German  commercial 
bank  structure  is  dominated  by  three  large  banks  which 
have  broad  interests  in  other  areas  of  banking,  such  as 
mortgage  banking,  and  industry.  Those  banks  are 
Deutsche  Bank.  Dresdner  Bank  and  Commerzbank. 
Aside  from  the  Bank  fur  Gemeinwirtschaft,  which  is 
owned  by  the  German  trade  union  federation,  those  are 
the  only  German  commercial  banks  with  truly  nationwide 
systems  of  branches.  Most  other  commercial  banks  and 
savings  and  cooperative  institutions  have  a  regional  or 
local  orientation,  although  the  central  giro  institutions  are 
also  considered  important  "universal  banks'  on  a 
nationwide  scale  which  use  the  savings  banks,  in  a  sense, 
to. serve  as  a  national  network  for  them.  The  big  three 
German  banks  are  represented  in  dozens  of  other 
countries.  Their  influence,  partly  through  ownership  or 
control  of  other  financial  institutions,  is  greater  than  might 


be  suggested  by  their  10  percent  share  in  the  banking 
systems  assets  and  liabilities  with  German  nonfinancial 
sectors. 

Table  15.1 

Assets  of  German  Banking  Groups.  April  1979 
(DM  billions) 


Type  of  banl< 

Commercial  banks; DM476 

"Large"  banks 

Regional  banks 

Foreign  banks 

Private  banks 

Savings  banks 

Central  giro  institutions 

Credit  cooperatives 

Central  cooperative  banks  . . 

Mortgage  banks 

Other 

Total DM1,989 


Total 

Claims  on 

assets 

nonbanks 

DM476 

DM293 

200 

125 

210 

140 

35 

11 

30 

17 

441 

290 

328 

210 

205 

136 

80 

22 

268 

231 

191 

108 

DM1,290 


SOURCE:  Deutsche    Bundesbank.    Bankenslatistik    nach    Banken- 
gruppen.  June  1979. 

Germany  has  about  1 00  regional  banks  and  92  private 
banks,  although  the  number  of  private  banks  is  decreas- 
ing. Together,  those  banks  hold  slightly  more  assets  than 
the  big  three.  Foreign  banks  m  Germany,  whose  numbers 
have  more  than  tripled  in  the  last  20  years,  have  branches 
in  the  main  financial  centers.  As  the  table  shows,  their 
share  of  the  market  is  small.  Most  foreign  banks  are  m  the 
wholesale  side  of  the  market,  although  a  few  have  made 
well-publicized  forays  into  the  consumer  finance  and 
retail  markets. 

Savings  banks  are  the  second  main  branch  of  the 
German  banking  system;  there  are  611  savings  banks 
with  1 6,556  branches.  Most  savings  banks  are  owned  by 
local  and  regional  authorities  and.  by  their  nature,  are 
regional  institutions.  Unlike  commercial  banks,  savings 
banks  are  subject  to  certain  restrictions  on  their 
investments  in  nonfinancial  firms.  Most  of  their  funds 
come  from  individuals'  savings  deposits  and  savings 
bonds.  Their  assets  are  mainly  in  housing  finance,  loans 
to  local  authorities,  and  bonds  issued  by  their  central  giro 
institutions.  The  central  giro  institutions  are  not  subject  to 
the  same  asset  restrictions  as  the  savings  banks,  and 
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several  have  risen  to  prominence  on  the  German  scene 
by  competing  aggressively  with  commercial  banks  in 
both  domestic  and  international  spheres.  Savings  banks 
and  their  central  giros  together  hold  almost  40  percent  ot 
claims  on  German  nonfinancial  sectors. 

The  third  branch  of  the  German  banking  system  is 
comprised  of  4,604  credit  cooperatives  with  14,835 
branches  throughout  the  country.  The  cooperatives'  mam 
purpose  IS  to  serve  their  members.  Like  savings  banks, 
credit  cooperatives  have  central  regional  institutions  and 
a  national  institution  which  performs  the  full  range  of 
functions  of  a  universal  bank, 

Germany  also  has  a  variety  of  specialized  institutions. 
There  are  39  mortgage  banks,  some  privately  owned— 
often  by  the  large  commercial  banks— and  some  publicly 
owned,  about  30  building  societies,  and  122  specialized 
installment-sales  financing  institutions,  which  generally 
obtain  their  funds  from  other  banks,  Germany  also  has 
banking  institutions  with  special  functions  defined  by 
statute,  some  of  which  are  granted  privileged  access  to 
Bundesbank  refinancing.  Among  those  are  special 
institutions  for  financing  medium  and  long  term  exports 
and  a  bank  operating  in  the  prime  acceptance  market.  In 
addition,  the  post  office  offers  savings  and  giro  services. 

As  noted  above,  the  Federal  Banking  Supervisory 
office  and  the  Bundesbank  are  the  two  official  bodies 
which  oversee  bank  activity  in  Germany,  As  the  central 
bank,  the  Bundesbank  has  responsibility  for  German 
monetary  policy.  It  sets  and  varies  key  interest  rates, 
controls  banks'  access  to  discount  credit  via  "rediscount 
quotas,"  sets  reserve  requirements  and,  as  on  several 
recent  occasions,  defines  the  scope  of  German  capital 
control  programs.  The  FBSO  is  responsible  for  bank 
licensing  and  supervision  and,  in  conjunction  with  the 
Bundesbank,  supervises  bank  adherence  to  the  various 
liquidity  and  solvency  ratios  and  conditions  attaching  to 
large  bank  credits, 

U.S.  Banks  in  Germany 

Between  the  mid-1 950's  and  1 977,  the  number  of  foreign 
banks  operating  in  Germany  expanded  rapidly,  from  15 
foreign  banks  operating  21  branches  in  the  Federal 
Republic  to  51  foreign  banks  operating  92  branches,' 
When  representative  offices  and  subsidiaries  are  con- 
sidered, foreign  bank  presence  is  larger  still.  According  to 
a  recent  Financial  Times  survey,  about  160  of  the  300 
bank  offices  in  the  Frankfurt  area  were  foreign  US,  banks 
are  the  most  numerous  foreign  banks  in  Germany, 
followed  by  French,  Japanese,  and  British  banks.  Table 
15.2  profiles  U.S.  presence  in  Germany  for  the  years 
1975-1977.  There  are  how  13  U.S.  banking  institutions 
with  29  branches  in  Germany,  and  1 2  German  banks  with 
majority  U.S.  ownership. 

Despite  the  number  of  foreign  banks  in  Germany,  their 
penetration  of  the  domestic  market  has  been  rathe^ 
modest.  Several  factors  have  inhibited  their  growth  in  that 
area.  One  factor  is  the  close  relations  between  major 
German    banks    and    domestic    companies.    Another 


Table  15,2 

Number  of  U.S.  Banking  Organizations  in  Germany, 
1975-1977 

/975  1976  1977 

Branches 31  27  25 

Bank  subsidiaries: 

Commercial  banks 4  5  5 

Other 1  1  1 

Bank  affiliates' —  i  _ 

Nonbank  subsidiaries 18  17  14 

Nonbank  affiliates* —  2  — 


"Data  available  for  1976  only. 

relevant  factor  for  branches  of  U.S.  banks  is  U.S.  restric- 
tions on  underwriting  and  equity  holdings;  nothing  in 
German  regulations  prevents  such  activities.  As  Table 
15.1  suggests,  foreign  banks  in  Germany  tend  to  have 
their  assets  concentrated  in  claims  on  other  financial 
institutions.  In  recent  years,  there  has  been  a  tendency  for 
foreign  banks  to  establish  subsidiaries  in  Germany,  partly 
to  gam  better  access  to  banking  markets  m  other 
European  Community  countries."  As  of  the  end  of  1977, 
U.S.  branches  and  commercial  bank  subsidiaries  had 
less  than  2  percent  of  deposit-money  bank  assets  in 
Germany 

Treatment  of  Foreign  Banks  in  Germany 

There  is  virtually  nothing  m  the  relevant  laws  or 
regulations  governing  German  banks  which  could  be 
construed  as  discriminating  against  foreign  banks. 
Regulation,  according  to  all  evidence,  has  been  even- 
handed.  The  national  authorities'  nondiscriminatory 
policy  is  evident  from  the  following  excerpt  from  the 
Bundesbank's  August  1961  Monttily  Report,  which 
remains  valid: 

The  foremost  consideration  (in  the  treatment  of 
foreign  banks)  was  that  the  foreign  institutions' 
branches  which  operate  in  the  Federal  Republic 
should,  as  regards  supervision  and  the  Bundes- 
bank's credit  policy,  be  treated  no  worse,  but  also  no 
better  than  German  institutions. 

Under  terms  of  the  Foreign  Trade  and  Payments  Act  of 
1 961 ,  and  the  German  Banking  Act  of  1 961 ,  branches  of 
foreign  banks  are  considered  "residents'  of  Germany, 
and  are  'treated  as  independent  entities  in  relation  to  their 
head  offices  or  other  branch  offices  "  That  means  that,  for 


'  In  the  second  half  of  the  1970's,  the  number  of  foreign  banks  in  the 
highly  competitive  German  market  shrank  somewhat,  although  the 
number  of  branches  rose  slightly 


•  Under  current  German  tax  law  (1977  reform),  however,  the  subsidiary 
form  has  the  disadvantage  that  dividends  paid  to  nonresident  parents 
are  not  eligible  for  certain  tax  credits  Several  survey  respondents 
commented  on  those  tax  provisions  Because  of  other  considerations, 
however,  it  is  not  necessarily  true  that  a  subsidiary  has  a  tax 
disadvantage  relative  to  a  branch.  The  Treasury  Department  recently 
announced  its  intention  to  renegotiate  the  U,S,  tax  convention  with  West 
Germany 
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purposes  of  calculating  lending  limits  and  rediscount 
quotas,  branches  can  invoke  only  their  own  capital,  not 
that  of  their  parents.  Although  that  practice  does  not 
reflect  differential  treatment,  it  does  have  a  restraining 
effect  on  competitive  ability  of  foreign  banks. 

The  only  portions  of  the  German  Banking  Act  which 
specifically  bear  on  foreign  institutions  are  Articles  53 
("Branches  of  Foreign  Enterprises")  and  53a  (Represen- 
tative Offices  of  Foreign  Enterprises").  Those  articles 
relate  mainly  to  technical  issues,  such  as  bookkeeping, 
statements  of  account  and  computation  of  liable  capital 
Like  German  banks,  branches  of  foreign  banks  are 
required  to  "appoint  at  least  two  natural  persons  {residing 
in  Germany)  who  are  authorized  to  manage  the  tDusiness 
and  represent  the  foreign  enterprise  .  .  ."  (Art.  53(2)1). 
The  FBSO  normally  requires  that  those  two  individuals  be 
able  to  speak  German,  but  there  is  no  requirement  that 
they  be  German  citizens.  The  only  difference  in  the 
applicable  laws  affecting  foreign  and  German  banks  in 
this  regard  is  that  the  "two  persons"  requirement  is 
mandatory  for  foreign  banks  but  applied  at  the  FBSO's 
discretion  in  the  case  of  German  banks.  In  practice, 
however,  the  FBSO  has  insisted  that  German  banks 
satisfy  the  requirement. 

Foreign  banks  do  not  require  a  license  from  the  FBSO 
to  set  up  representative  offices  in  Germany.  They  must, 
however,  report  the  opening,  relocation  or  closing  of  such 
an  office  to  the  FBSO  and  the  Bundesbank  (Art.  53a). 

Two  provisions  in  Article  53  (2)  5  provide  some  potential 
for  administrative  discrimination  because  they  contain 
slight  departures  from  the  treatment  accorded  domestic 
banks: 

The  commencement  of  business  of  any  branch  of 
the  foreign  enterprise  shall  require  a  license.  The 
license  may  be  refused  if  its  granting  is  not  justified  in 
the  light  of  general  economic  needs. 

FBSO  licenses  are  required  to  establish  a  domestic  or 
foreign  bank  in  Germany,  but  only  foreign  banks  must 
apply  for  licenses  for  additional  branches;  domestic 
banks  must  only  notify  the  authorities  of  additional  offices. 
Similarly,  the  justification  for  new  branches  in  terms  of 
"general  economic  needs"  does  not  apply  to  German 
banks  or  to  banks  from  other  EEC  countries,  but  only  to 
foreign  banks  from  non-EEC  countries.  Although  both  of 
these  stipulations  remain  in  the  Banking  Act,  they  do  not 
appear  to  have  caused  any  problems  over  the  years.' 

Foreigners'  acquisition  of  ownership  in  German  banks 
appears  to  have  posed  no  problems,  although  when 
acquisition,  by  any  bank,  exceeds  10  percent,  the 
transaction  must  be  reported  to  the  FBSO.  In  1973, 
Citibank  acquired  a  $1.2  billion  private  bank.  German 
banking  law  sets  forth  a  variety  of  other  reporting  duties 
which  apply  to  all  banks.  Several  U.S.  banks  have  found 
some  of  that  reporting  to  be  burdensome,  but  none 
claimed  any  discrimination  in  that  respect. 


Another  minor  exception  to  equal  treatment  is  that  brancties  of  foreign 
banks  are  not  permitted  to  act  as  depositories  for  German  mutual  funds. 
That  also  does  not  seem  to  have  given  to  complaints  Four  respondents, 
however,  noted  their  lack  of  access  to  local  government  deposits.  One 
mentioned  that  although  foreign  banks  were  not  barred  from  access  to 
preferential  funds  for  export  finance,  such  access  is  unofficially 
discouraged. 


Insofar  as  supervision  and  access  to  Bundesbank 
facilities  are  concerned,  foreign  banks  are  treated  the 
same  as  domestic  banks.  During  one  period,  1972  to 
1973,  the  authorities  were  tightening  policy  and  the 
Bundesbank  decided  not  to  extend  discount  privileges  to 
newly  established  foreign  branches  until  they  had  been 
established  for  two  or  three  years. ■"  Several  U.S.  banks 
had  recently  established  branches  in  Germany  and 
complained  of  discrimination.  However,  the  policy  was 
also  applied  to  newly  established  German  banks;  in  any 
event,  the  Bundesbank  subsequently  reversed  its 
decision,  and  the  matter  was  resolved.  It  should  be  noted 
that  the  Bundesbank  makes  no  distinction  between 
domestic  and  foreign  banks  in  setting  reserve  require- 
ments. On  occasion,  however,  nonresident  deposits  have 
been  subject  to  higher  minimum  requirements  than 
domestic  deposits,  a  fact  mentioned  by  some  U.S.  banks. 
None,  however,  claimed  discrimination  in  that  area. 

An  important  competitive  problem  facing  foreign  banks 
in  Germany  appears  to  be  breaking  through  the  close 
connections  between  German  banks  and  German 
industry.  Since  the  major  German  commercial  banks,  with 
which  the  foreign  banks  compete  most  intensively,  often 
hold  significant  blocks  of  stock  in  nonfinancial  concerns, 
both  as  their  own  investments  and  in  trust  for  their  clients, 
bank  directors  routinely  hold  one  or  more  positions  on 
supervisory  boards  of  German  firms.  German  firms  rely 
heavily  on  banking  finance,  and  there  had  traditionally 
been  some  tendency  tor  them  to  turn  to  well  established 
domestic  relationships. 

The  close  ties  between  banks  and  companies  have 
come  under  increasing  review  even  within  Germany.  A 
1976  report  by  the  German  Monopolies  Commission 
recommended  a  drastic  curtailment  of  the  shares  a  bank 
could  hold  in  nonfinancial  companies  to  about  5  percent. 
The  question  has  been  further  studied  by  the  so- 
called  Gessler  Commission,  which  completed  its  report  in 
Ma\/  1 979.  The  Commission  endorsed  Germany's  system 
of  universal  banks,  but  recommended  that  banks' 
"acquisition  and  holding"  of  securities  in  nonfinancial 
concerns  be  limited  to  about  25  percent.  The  Commission 
backed  certain  reforms  of  proxy  voting  procedures,  but 
found  no  basic  problem  v>/ith  bank  representation  on 
companies'  supervisory  boards. 

Some  foreign  banks  have  broken  newground  or  moved 
into  sparsely  populated  areas  of  financial  activity,  such  as 
factoring,  leasing  and  consumer  loans.  Others  have 
made  ambitious  moves  into  the  retail  area  through 
,  consumer-oriented  subsidiaries.  Such  innovations  in  the 
early  1970's  reportedly  caused  some  irritation  in  the 
traditional  German  banking  establishment,  but  there  is  no 
indication  of  organized  opposition  or  regulatory  interfer- 
ence. 

Summary  Assessment 

By  law  and  practice,  foreign  banks  in  Germany  are 
treated  substantially  the  same  as  domestic  banks.  That  is 


'Under  the  German  system,  banks  are  assigned  "rediscount  quotas" 
based  on  their  capitalization  and  the  particular  structure  of  their 
business  Banks  customarily  have  large  discount  borrowings  outstand- 
ing with  the  Bundesbank  but  have  to  remain  within  the  assigned  limits 
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acknowledged    by   foreign    banks.   Survey    responses  banks  stems  from  the  way  banks  relate  to  nonbanking 

mentioned  a  few  departures  from  equal  treatment,  but  firms  in  Germany.  Regulatory  treatment  has  been  impar- 

they  appear  to  be  minor  and  do  not  appreciably  hamper  tial. 
bank  operations.  The  major  disadvantage  facing  foreign 
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16.  India 


The  Domestic  Banking  System 

Until  1969  the  important  commercial  banks  in  India  were 
controllecl  by  large  industrial  and  trading  houses.  The 
mapr  exception  was  the  State  Bank  of  India,  which  had 
been  fully  nationalized  in  the  1950's  to  assist  the 
government  in  its  national  development  programs.  The 
private  banking  system  was  well  developed,  providing 
short  term  credit  needed  by  modern  trade  and  manufac- 
turing sectors.  Cooperative  organizations  and  traditional 
financial  institutions,  such  as  local  money  lenders, 
landlords,  and  family  members  fulfilled  most  of  the  short 
term  financing  requirements  of  agriculture,  cottage 
industry,  small  retail  trade  and  local  service  establish- 
ments. Special  investment  institutions  and  life  insurance 
companies  provide  most  of  the  longer  term  investment 
needs  of  industry. 

Until  1 969,  commercial  banks  were  concentrated  in  the 
urban  areas.  They  served  the  modern  manufacturing  and 
trade  sectors  but  neglected  the  traditional  sectors, 
including  agriculture,  small  scale  industry,  and  local 
trade.  In  1 969,  the  Indian  government  nationalized  the  1 4 
largest  Indian  banks,  increasing  the  publicly  owned  share 
of  banking  assets  in  India  to  roughly  85  percent.  Foreign 
banks  and  small  indigenous  banks  which  were  not 
nationalized  account  for  5  and  1 0  percent,  respectively,  of 
bank  assets. 

The  purpose  of  nationalization  was  to  better  harness 
the  banks'  financial  resources  and  expertise  for  national 
development,  particularly  in  the  rural  areas  which  still 
account  for  three-quarters  of  India's  population.  The 
nationalized  banks  were  required  to  open  offices  in  the 
outlying  areas  on  a  scheduled  basis  and  to  allocate 
certain  portions  of  their  credits  to  agriculture,  small  scale 
industry,  and  other  high  priority  sectors.  Those  new 
activities  often  entailed  large  servicing  costs,  con- 
cessionary lending  rates,  and  high  credit  risks. 

As  a  result  of  the  new  policy,  banking  services  and 
lending  activities  to  the  rural  areas  expanded  rapidly.  In 
1 977,  agriculture,  small  manufacturing,  and  other  priority 
sectors  received  28.8  percent  of  bank  loans  compared  to 
only  1 3.4  percent  in  1 969.  In  contrast,  large  scale  industry 
and  wholesale  trade  received  80  percent  of  bank  loans  in 
1 969,  but  only  60  percent  in  1 977.  Furthermore,  between 
1 969  and  1 977,  the  number  of  bank  branches  more  than 
tripled,  to  nearly  25,000,  with  most  of  the  new  branches 
being  established  in  rural  areas.  By  the  end  of  1 977,  rural 
branches  accounted  for  nearly  two-fifths  of  all  bank 
branches  in  India.  Nevertheless,  in  1977,  banks  supplied 
only  about  one-eighth  of  the  rural  areas'  credit  needs 


while  the  various  cooperative  societies  provided  almost 
one-fourth.  Money  lenders,  landowners  and  family 
members  still  filled  most  of  those  needs  Some  figures  on 
the  major  depository  institutions  in  India  are  presented  in 
Table  16.1. 

Table  16.1 

Depository  Financial  Institutions  in  India,  1978 

(U.S.  dollars  in  millions) 

Commercial  Banks: 

Number  of  reporting  banks 121 

Deposits* $30,903 

State  Cooperative  Banks: 

Number  of  reporting  banks 25 

Depositst $557 

Post  Office: 
Savings  deposits  $2,049 


■  Deposits  ol  Indians  in  Indian  banks 

t  Aggregate  deposits  of  stale  cooperative  banks  maintaining  accounts 
with  the  Reserve  Bank  of  India 

NOTE:  Deposit  figures  are  converted  at  8  188  rupees  per  dollar,  from 
ItVII^,  International  Financial  Statistics.  June  1979 

SOURCE   Reserve  Bank  ol  India  Bulletin.  December  1978 

The  foreign  banks  were  not  nationalized  on  the  grounds 
that  they  constituted  a  part  of  the  international  banking 
system  and  provided  specialized  financial  services.  It  was 
feared  that  their  nationalization  would  create  an  unfavora- 
ble climate  for  the  continued  flow  of  much  needed  foreign 
capital  into  India.  The  foreign  banks,  along  with  Indian 
banks,  have  prospered  with  the  rapid  expansion  of  Indian 
foreign  trade  in  the  1970s.  They  have  sought  out  new 
banking  activities  within  India,  particularly  in  the  areas  of 
merchant  banking  (including  financial  advising  and 
assisting  with  stock  issuance),  arranging  Eurodollar 
credits,  trading  in  foreign  exchange,  and  lending  to  the 
large  private  corporations. 

Unlike  the  nationalized  banks,  foreign  banks  are  not 
required  to  open  up  costly  branches  in  rural  areas  or  to 
lend  to  high  risk,  small  borrowers  at  concessionary  rates. 
However,  some  foreign  banks  are  obliged  to  make 
institutional  loans  to  the  government  controlled  Food 
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Corporation  of  India,  at  very  low  rates,  to  finance  food 
procurement  and  distribution.  Restrictions  on  foreign 
bank  expansion  stem  from  tfie  government's  conviction 
that  they  have  no  role  to  play  in  the  economy  except  in 
financing  foreign  trade  and,  to  some  extent,  in  transferring 
technology. 

The  disparate  treatment  of  foreign  and  Indian  banl<s 
has  produced  an  internal  debate  about  the  proper  role, 
place  and  treatment  of  foreign  banks  in  India.  Although 
the  policy  debate  has  not  been  fully  resolved,  it  has 
resulted  in  the  government's  withholding  approval  for  any 
new  foreign  branches  since  1969,  with  only  insignificant 
exceptions.  In  principle,  the  Reserve  Bank  of  India  (RBI) 
does  not  permit  nationalized  or  foreign  banks  to  open 
branches  indiscriminately,  in  order  to  control  the 
concentration  of  banks  and  competition  in  any  given  area 
Foreign  banks  are  not  permitted  to  open  new  branches  in 
rural  areas  because  the  RBI  feels  their  management  and 
policies  are  not  attuned  to  the  local  culture,  conditions  or 
practices 

Currently,  there  are  1 2  foreign  banks  operating  in  India. 
Four  are  British,  three  are  U.S.,  one  is  French,  two  are 
Japanese,  one  is  Dutch  and  one  is  from  Bangladesh, 
Because  of  their  active  involvement  in  India  during  the 
colonial  period,  the  four  British  banks  are  in  the  best 
competitive  position.  Together,  the  British  banks  operate 
101  of  the  127  foreign  bank  branches  in  India. 

Extensive  supervision  of  banks  in  India  is  exercised  by 
the  Reserve  Bank  of  India,  the  central  bank.  Reserve 
requirements  are  relatively  high  and  are  keyed  to  total 
deposits.  A  substantial  proportion  of  required  reserves 
must  be  invested  in  government  securities.  The  RBI  sets 
specific  controls  on  bank  credit  growth  and  single- 
borrower  lending  limits,  which  may  be  exceeded  with 
specific  approval.  Interest  rate  ceilings  are  imposed  on 
both  deposits  and  loans.  Loans  exceeding  certain  size 
limits,  depending  on  their  purpose,  must  be  referred  to  the 
RBI  for  approval. 

U.S.  Banks  in  India 

Currently  only  three  U.S.  companies  have  branch 
facilities  in  India.  They  are  American  Express  Internation- 
al Banking  Corp.,  Bank  of  America  and  Citibank. 
Together,  they  operate  1 3  branches  in  Bombay,  Calcutta, 
New  Delhi,  and  fvladras.  Citibank  is  also  indirectly 
represented  through  a  British  overseas  bank  affiliate 
which  has  numerous  offices  in  India  and  also  engages  in 
merchant  banking.  Several  other  U.S.  banks  have  minor 
interests  in  a  large  industrial  development  bank  In 
addition,  Chase  Manhattan  Bank,  Manufacturers  Hanov- 
er Trust  Company  and  Chemical  Bank  have  representa- 
tive offices  in  Bombay.  Several  other  U.S.  banks  and 
numerous  European  and  Asian  banks  have  applied  for 
approval  to  open  banking  offices.  No  foreign  bank  has 
been  able  to  establish  a  subsidiary  bank,  purchase  an 
existing  bank,  or  acquire  a  significant  equity  participation 
in  an  indigenous  bank.' 


In  1977,  Bank  of  America  received  permission  to 
establish  a  branch  in  New  Delhi,  based  on  the  revalidation 
of  a  license  that  had  been  granted  in  June  1969. 
Apparently,  the  Reserve  Bank  of  India  reviews  each 
foreign  bank's  application  for  establishing  a  branch  on  a 
case  by  case  basis,  giving  primary  emphasis  to  whether 
the  new  branch  can  contribute  to  the  Indian  economy  in 
ways  that  the  indigenous  banks  could  not  and  whether 
there  is  reciprocal  treatment  of  Indian  banks  in  the 
applicant's  home  country.  Recently,  there  were  approxi- 
mately 60  foreign  bank  applications  awaiting  considera- 
tion by  the  central  bank.  That  number  includes  requests 
by  established  foreign  banks  to  open  several  branches 
throughout  India.  By  contrast,  Indian  banks  have  steadily 
increased  their  foreign  branches,  from  40  a  decade  ago  to 
123  in  more  than  20  different  countries  as  of  June  30, 
1979. 

Treatment  of  Foreign  Banl<s  in  India 

The  most  important  restriction  affecting  U.S.  banking 
operations  in  India  has  been  the  government's  unwritten 
policy,  since  1969,  of  not  approving  any  new  foreign 
branches.  That  policy  obviously  discriminates  against 
U.S.  and  other  foreign  banks  not  already  established  in 
India.  It  has  also  confined  the  three  U.S.  banks  now 
operating  in  India  to  a  limited  number  of  offices  in  the 
major  metropolitan  areas.  That  obviously  limits  their 
ability  to  develop  their  local  deposit  base  and  to  establish 
close  contacts  with  a  broad  range  of  potential  customers. 
All  foreign  banks,  not  just  U.S.  banks,  have  been  affected. 

Local  funding  of  established  foreign  banks  is  restricted 
not  only  by  the  prohibition  on  additional  branching  but 
also  by  regulations  that  prohibit  any  bank  from  borrowing 
from  nonbanks  or  from  raising  foreign  currency  funds 
abroad.  Those  regulations,  although  applied  evenhand- 
edly,  have  a  differentially  adverse  effect  on  foreign  banks 
because  the  limit  on  their  branch  expansion  restricts  their 
access  to  local  funds. 

Almost  all  government  agencies  and  publicly  owned 
enterprises  bank  at  the  nationalized  Indian  banks.  That 
puts  foreign  banks,  as  well  as  private  Indian  banks,  at  a 
serious  disadvantage,  especially  since  the  Indian  public 
sector  is  so  large.-  Until  recently,  private  banks  in  India, 
both  domestic  and  foreign,  were  at  a  disadvantage 
because  of  a  1977  law  that  provides  a  tax  shelter  for 
capital  gams  if  the  proceeds  are  deposited  in  a  public 
sector  bank  or  in  other  specific  assets,  but  not  in  a  private 
bank.  Foreign  banks  are  subject  to  a  somewhat  higher 
profit  tax  rate  than  Indian  banks.  Those  rates  are  roughly 
75  percent  for  foreign  banks  and  60  percent  for  Indian 
banks.  Otherwise,  foreign  banks  in  India  receive  generally 
equal  regulatory  treatment.  Foreign  banks  are  allowed  to 
repatriate  their  profits,  subject  to  some  adjustments,  but 
clearance  may  be  slow.  They  have  access  to  the  Reserve 
Bank  of  India  services  and  enjoy  equal  protection  under 
Indian  law. 

Detailed  regulation  of  banking  in  India  is  burdensome 
for  both  foreign  and  indigenous  institutions.  Foreign  banks 


'The  maximum  foreign  investment  permitted  in  any  enterprise  is  40 
percent,  except  where  desired  foreign  technology  or  production  for 
export  IS  involved 


With  regard  to  public  enterprises,  this  is  a  policy  of  the  enterprises,  not 
of  the  Reserve  Bank  of  India 
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in  India  escape  some  of  the  costs  of  directed  lending 
(particularly  in  rural  and  small  retail  loans)  and  directed 
branching  which  the  government  has  imposed  in  orderto 
promote  broad  social  and  economic  policy  objectives. 

Summary  Assessment 

The  most  serious  restriction  facing  foreign  banks  in  India 
is  the  governments  unwritten  policy,  since  1969,  of  not 
approving  new  foreign  bank  entry  or  new  foreign 
branches.  That  has  limited  competitive  opportunity  to  all 


but  a  few  previously  established  foreign  banks  and  has 
made  it  more  difficult  for  established  foreign  banks  to 
compete  with  indigenous  banks  for  domestic  business. 
Lack  of  access  to  deposits  of  Indian  government 
agencies  and  public  enterprises  limits  foreign  bank 
funding  opportunities,  particularly  because  of  the  large 
size  of  the  public  sector.  Foreign  banks  also  pay  a  higher 
tax  rate  on  their  profits  than  Indian  banks.  In  other 
respects,  foreign  banks  that  have  been  permitted  to 
establish  offices  in  India  are  treated  fairly  compared  to 
indigenous  banks. 


17.  Israel 


The  Domestic  Banking  System 

Commercial  banking  in  Israel  is  dominated  by  three  large 
Israeli  banks:  Bank  Leumi  Le-lsrael  B.M..  Bank  Hapoalim 
B  M  ,  and  The  Israel  Discount  Bank  Ltd^  Those  three 
banks  also  participate  in  the  ownership  and  management 
of  some  of  the  1 7  smaller  Israeli  banks  They  have  several 
domestic  subsidiaries,  including  mortgage  banks,  invest- 
ment companies  and  agricultural  banks  Together  with 
their  affiliates,  those  three  banking  groups  account  for 
over  90  percent  of  Israel's  banking  assets  and  conduct 
most  of  the  commercial  banking  business  in  the  country. 
The  three  large  banks  have  extensive  branch  networks 
throughout  Israel,  Thus,  they  are  well  positioned  to  fend 
off  foreign  competition  especially  in  the  domestic  sector. 
On  the  whole,  foreign  banks  do  not  constitute  a  major 
force  in  Israeli  banking. 

Israeli  banking  differs  from  U.S.  banking  in  several 
important  ways.  Having  evolved  out  of  the  British  tradition, 
Israeli  banking  more  closely  resembles  British  than  U.S. 
banking  in  its  practices  and  regulation  Israeli  banks,  for 
example,  are  allowed  to  engage  in  investment  banking, 
unlike  U.S.  banks.  In  Israel,  medium  and  long  term  lending 
is  usually  handled  by  specialized  institutions. 


Table  17.1 

Assets  ol  Major  Financial  Institutions  In  Israel.  1977 
(U.S.  dollars  in  millions) 

/Assess         Assets 

at  9/77         at  spot 

conversion  conversion 

rate'  ratei 


Banking  institutions  (11/30/77)  .    $21,370     $14,355 

Mortgage  banks  (9/77) 2.673         2,673 

Investment  banks  (8/31/77)  ....        2,279         2,321 


per  cloiiat 


9,' 77  exchange  rate,  10  276  Israeli  pounds 


t  Converted  at  the  appropriate  exchange  rate  for  that  date: 
1 1  /30/77  15.298  Israeli  pounds  per  dollar 
9/77  10.276  Israeli  pounds  per  dollar 
8/31  /77  10.093  Israeli  pounds  per  dollar 

SOURCES:  Monthly  Bulletin  ol  Statistics.  Israel  Central  Bureau  of 
Statistics,  volume  XXVIll.  November.  1977;  Conversion 
rates  from  \Mf.  International  Financial  Statistics.  June 
1978 


Those  institutions  are  either  fully  owned  by  the  Israeli 
government,  jointly  owned  by  the  government  and  the 
commercial  banks,  or  wholly  owned  by  other  banking 
institutions  or  by  shareholders  unconnected  with  the 
banking  system,  some  of  whom  are  foreign  investors.  The 
ma|or  types  of  special  credit  organizations  are  mortgage 
banks  and  industrial  banks  that  cater  to  the  investment 
needs  of  housing  and  industry.  The  commercial  banks 
focus  mainly  on  the  short  term  borrowing  needs  of 
businesses  and  consumers,  while  long  term  lending  is 
generally  undertaken  through  subsidiaries.  The  figures  in 
Table  1 7.1  indicate  the  dominant  position  of  commercial 
banks  relative  to  the  other  major  credit  institutions, 
mortgage  and  investment  banks. 

The  ma|or  specialized  financial  institution  in  Israel  is  the 
Industrial  Development  Bank  of  Israel  (IDBI),  which  was 
lointly  founded  in  1 957  by  the  government,  the  "big  three" 
banks  and  the  National  Labor  Federation  and  Manufac- 
turers Association.  IDBI  is  the  principal  source  of  medium 
and  long  term  industrial  financing  in  the  country. 

Commercial  banks  experience  some  direct  competi- 
tion from  credit  cooperatives,  which  are  engaged  in 
ordinary  commercial  banking,  particularly  soliciting 
deposits  and  granting  credit  to  members.  On  the  whole, 
credit  cooperatives  have  found  it  difficult  to  compete 
effectively  with  commercial  banks,  and  now  their 
aggregate  assets  equal  only  a  small  fraction  of  total 
commercial  bank  assets. 

Certain  institutional  factors  have  made  it  difficult  for 
foreign  banks  to  compete  against  Israeli  banks  for 
domestic  banking  business.  In  Israel,  the  government  is 
actively  engaged  in  all  sectors  of  the  economy  and  is 
directly  involved  in  most  major  projects,  whether  in 
housing,  agriculture  or  industry.  The  government  chan- 
nels directed  and  subsidized  credit  to  the  various  sectors 
of  the  economy  through  the  banking  system.  Israeli  banks 
en)oy  certain  advantages  because  of  social,  political  or 
business  ties.  For  example.  Bank  Hapoalim— one  of  the 
three  big  banks— is  controlled  by  a  large  labor  federation 
which  owns  and  manages  other  businesses  in  Israel. 
Foreign  banks  have  also  found  retail  banking  in  Israel  to 
be  unprofitable  because  of  the  difficulty  in  developing  an 
adequate  domestic  deposit  base,  given  the  strong 
competition  from  the  well-entrenched  Israeli  banks. 
Overall,  therefore,  foreign  banks  have  found  banking 
opportunities  in  Israel  to  be  very  limited.  Although  foreign 
banks  once  played  a  substantial  role  in  Israel,  they 
have  declined  steadily  in  importance  as  the  indigenous 
banks  have  grown  and  absorbed  foreign  interests.  Two 
Israeli  commercial  banks  are  foreign-controlled  and  two 
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are  jointly  owned  by  Israeli  and  foreign  banks;  one  foreign 
bank  operates  a  small  brancfi  in  Israel. 

U.S.  Banks  in  Israel 

Tfiere  are  no  U.S.  bank  brancfies  or  subsidiaries  in  Israel 
nor  any  operations  of  nonbanks  subsidiaries  of  U.S.  bank 
holding  companies.  Several  U.S.  investors  have  varying 
degrees  of  ownership  in  local  Israeli  banks,  but  their 
overall  position  is  quite  small.  Until  recently,  two  large  U.S. 
banks  were  present  in  Israel.  The  Exct^ange  National 
Bank  of  Chicago  operated  branches  in  Israel  until  1975, 
when  it  transferred  them  to  the  American  Israel  Bank,  a 
subsidiary  of  Bank  Hapoalim,  in  which  it  maintains  a 
minority  interest.  First  Pennsylvania  International  Capital 
Corporation  held  an  indirect  minority  participation  in  First 
International  Bank  of  Israel  Ltd.,  the  country's  fourth 
largest  bank;  however,  in  late  1978,  First  Pennsylvania 
sold  It  shares  to  a  private  investor.  Similarly,  the  British- 
based  Barclays  Bank  recently  transferred  its  Israeli 
branches  to  Barclays  Discount  Bank  Ltd.,  a  joint  venture 
with  the  Israel  Discount  Bank. 

Treatment  of  Foreign  Banks  in  Israel 

There  are  no  major  legal,  regulatory  or  administrative 
barriers  that  discriminate  against  U.S.  banks  vis-a-vis 
Israeli  or  other  foreign  banks.  Like  indigenous  banks,  U.S. 
banks  must  obtain  permission  to  open  a  branch,  establish 
a  subsidiary  or  acquire  a  local  bank,  but  the  licensing 
procedures  are  not  unduly  burdensome.  On  the  whole. 


foreign  banks  are  not  required  to  meet  onerous  capital, 
reserve,  investment,  deposits  or  tax  requirements. 
Furthermore,  they  are  free  to  engage  in  most  banking 
activities  open  to  Israeli  banks.' 

Certain  economic  restrictions,  such  as  foreign  ex- 
change controls,  may  affect  foreign  banks  more  than 
indigenous  banks.  But  that  differential  impact  reflects  the 
dissimilarities  in  their  funding  and  banking  activities, 
rather  than  a  deliberate  attempt  on  the  part  of  the 
authorities  to  discourage  foreign  bank  activity. 

Summary  Assessment 

The  legal,  regulatory  and  administrative  climate  is 
favorable  for  U.S.  banks  seeking  to  operate  in  Israel. 
There  are  no  official  barriers  or  requirements  that 
discriminate  against  U.S.  banks  vis-a-vis  indigenous 
banks  or  other  foreign  banks.  In  fact,  the  Israeli 
government  openly  welcomes  the  entry  of  qualified  U.S. 
banks  as  part  of  its  policy  to  reduce  its  economic  isolation. 
The  mam  reasons  why  there  are  no  U.S.  banks  operating 
in  Israel  appear  to  be  inadequate  economic  incentive,  the 
entrenched  position  of  strong  Israeli  banks  and,  possibly, 
other  considerations  such  as  concern  about  Arab 
retaliation,  rather  than  discouragement  by  the  Israeli 
government. 


'The  Israel  government  formerly  encouraged  foreign  investment  in 
banking  by  granting  incentives  sucfi  as  insurance  coverage  tor 
excfiange  rate  differentials.  Tfiat  scheme  was  discontinued  for  purely 
economic  reasons. 


18.  Italy 


The  Domestic  Banking  System 

The  Italian  Banking  Reform  Law  of  1 936  laid  the  basis  for 
the  current  Italian  banking  system  by  categorizing 
financial  institutions  according  to  the  term  of  their  lending 
and  funding  operations.  Short  term  credit  institutions  are 
not  permitted  to  extend  loans  with  terms  in  excess  of  18 
months  and,  similarly,  in  dealing  with  the  private  sector 
may  accept  only  demand  or  time  deposits  with  terms  of  1 8 
months  or  less.'  Included  in  this  category  are  commercial 
banks  (also  called  "ordinary"  credit  banks),  savings 
banks  and  cooperative  banks.  Also  included,  reflecting 
the  high  degree  of  government  participation  in  the 
banking  sector,  are  the  fully  state-owned  banks  and  the 
"national  interest"  banks  which  are  majority-owned  by  a 
state  holding  corporation  Italy's  largest  bank  is  state- 
owned,  and  the  next  three  largest  are  "national  interest" 
banks. 

Table  18.1  shows  the  structure  of  these  short  term 
credit  institutions. 

Table  18.1 
Short  Term  Credit  Institutions 


Type 

State-owned  banks  . . . 
National  interest 

banks  

Ordinary  credit 

(commercial)  banks. 
Savings  banks. 


Percent  of 
Number  of        Total  Bank 
Number    Branches  Deposits 

(1978)        (1978)  (1977) 


127 
89 


1,673 


881 


2,785 
3,469 


Cooperative  banks , 


813       3,207 


19.6 

13.5 

25,4 
27.6 
13.9 


All  but  one  (the  second  largest)  of  the  ordinary  credit 
banks  are  privately  held.  The  savings  banks  are 
established  in  the  form  of  foundations  or  corporations  with 
endowment  funds.  Among  the  cooperative  banks  is  a 
large  number  of  very  small  institutions  whose  operations 
in  some  respects  resemble  credit  unions. 

The  second  major  sector  of  the  Italian  banking  system 
consists  of  the  special  credit  institutions  which  provide 
longer  term  credit  and  are  free  to  raise  funds  through 


medium  term  certificates  of  deposit  (CD's)  and  longer 
term  bond  issues.  That  sector  includes  a  small  number  of 
quasi-public  banks  as  well  as  several  autonomously 
operated  subsidiaries  of  commercial  banks.  They  provide 
financing  for  industry,  exports,  public  works  and  real 
estate,  as  well  as  agricultural  and  regional  development. 
The  aggregate  assets  of  those  institutions  equal  approxi- 
mately 40  percent  of  commercial  bank  assets. 

Control  over  monetary  and  credit  policy  is  legally 
vested  in  the  Interministerial  Committee  for  Credit  and 
Savings.  The  Bank  of  Italy,  the  central  bank,  acts  as 
executive  agent  of  the  Committee,  administering  policy 
and  licensing  and  regulating  all  banking  activities.  The 
legal  requirements  which  cover  all  banks,  domestic  and 
foreign,  include  prudential  measures  in  addition  to 
controls  for  regulating  the  money  supply  and  supporting 
the  position  of  the  lira.  There  are  licensing  requirements 
for  entry;  limits  on  the  amount  of  credit  granted  to  a  single 
borrower,  based  on  the  capital  and  reserves  of  the  bank 
or,  in  the  case  of  foreign  banks,  the  branch;  controls  on 
the  growth  of  total  credit  extended;  reserve  requirements 
based  on  monthly  deposit  levels;  obligatory  investments 
in  bond  issues  of  the  special  credit  institutions;  strict 
controls  and  reporting  of  foreign  exchange  transactions; 
and  frequent  examinations  at  the  discretion  of  the 
Governor  of  the  Bank  of  Italy. 


U.S.  Banks  in  Italy 

Foreign  banks  have  operated  in  Italy  on  a  large  scale  for 
the  last  20  years.  They  engage  mainly  in  wholesale 
banking,  although  four  medium  to  large  Italian  retail  banks 
are  subsidiaries  of  French,  British  or  U.S.  banks.  Italy  is  a 
very  attractive  banking  center  because  the  spreads 
between  loan  rates  and  the  cost  of  funds,  although 
subject  to  considerable  variation,  are  generally  large, 
especially  in  the  field  of  foreign  currency  loans. 

Over  40  non-Italian  banks  are  active  in  Italy  through 
branches,  representative  offices,  subsidiaries  and/or 
affiliates,  and  several  U.S.  and  other  foreign  banks  have 
recently  moved  to  expand  or  establish  Italian  operations. 
The  foreign  exchange  and  lira-denominated  assets  of  all 
foreign  banks  constitute  about  10  percent  of  banking 
assets    in    Italy."    U.S.   banks   have   been   reasonably 


'  Their  interbank  borrowings  may  have  longer  terms,  however 


'Ttie  financial  Times.  November  15.  1976,  p  16 
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successful  in  Italy,  capturing  almost  two-thirds  ot  the  total 
assets  held  by  foreign  banks;  thus,  US.  banks  account  tor 
about  6  percent  of  the  total  banking  assets  booked  in  Italy, 

As  of  year-end  1978,  12  U,S, -controlled  banking 
organizations  had  operations  in  Italy,  Bankamerica  Corp, 
has  long  had  an  Italian  subsidiary,  Banca  d'America  e 
d'ltalia,  which  has  assets  in  excess  of  $2  billion,  and  88 
branches  throughout  Italy,  American  Express  Internation- 
al Banking  Corp,  also  has  an  Italian  subsidiary,  with  seven 
offices  and  three-fourths  of  its  business  oriented  to  the 
domestic  market.  Nine  U,S.  banks  have  established  a 
total  of  16  direct  branches  and  six  representative  offices 
in  Italy. 

U,S,  bank  holding  companies  also  engage  in  bank- 
related  activities  through  subsidiaries,  a  consumer 
finance  company,  a  leasing  company  and  an  investment 
bank. 

Treatment  of  Foreign  Banks  in  Italy 

Both  the  opening  of  branches  of  foreign  banks  and  the 
establishment  of  new  subsidiaries  require  approval  from 
the  Interministenal  Committee  for  Credit  and  Savings  in 
consultation  with  the  fylinister  of  Foreign  Affairs.  With 
regard  to  branches,  the  introduction  of  common  Euro- 
pean Economic  Community  regulations'  has  resulted  in 
different  procedures  being  applied  according  to  whether 
the  parent  bank  is  located  in  the  EEC,  In  the  case  of  non- 
EEC  banks  a  reciprocity  test  is  applied,-*  although  its 
practical  application  has  varied  over  time.  In  the  1960s 
Italian  authorities  tended  toward  a  "one-for-one"  inter- 
pretation under  which  one  branch  application  from  a 
given  foreign  country  would  be  approved  for  each  Italian 
application  approved  by  that  country.  This  policy  was 
softened  in  the  first  half  of  this  decade,  however,  and  it 
was  during  this  period  that  many  U.S.  (and  other  foreign) 
banks  entered  the  Italian  market.  Problems  arising  where 
dual  banking  exists,  as  in  the  United  States,  were 
generally  overlooked, 

tVlore  recently,  concern  about  overbanking  by  Italian 
authorities  has  made  licenses  more  difficult  to  obtain  for 
non-EEC  and  Italian  applicants  alike.  Because  of  EEC 
regulatory  harmonization,  branch  applicants  from  other 
member  nations  must  be  permitted  to  enter  the  market, 
and  recent  increases  in  the  number  of  applications  from 
these  countries  will  likely  exacerbate  the  overbanking 
problem  to  the  disadvantage  of  non-EEC  countries 
Observers,  thus,  expect  renewed  emphasis  to  be  given  to 
reciprocity  considerations. 

While  licenses,  in  general,  are  becoming  more  difficult 
to  obtain,  one  escape  route  exists  because  the  Bank  of 
Italy  has  informally  encouraged  both  foreign  and 
domestic  banks  to  open  branches  in  the  financially 
unattractive  south  as  a  trade-off  for  additional  branches  in 
the  ma|or  financial  centers. 


'See  Chapter  32, 

"As  required  by  Royal  Decree  No  1620  of  4  September  1919 

'■A  ban  on  the  establishment  of  new  Italian-based  banks  has  been  in 
existence  since  1966;  It  does  not  apply  to  new  branches  of  foreign 
banks. 


No  specified  type  of  organization  is  required  for  foreign 
banks,  nor  is  there  any  legal  or  administrative  restriction 
on  the  type  or  degree  of  investment  by  a  foreign  bank  in 
Italian  banking  institutions.  The  only  applicable  regula- 
tions affecting  takeovers  are  foreign  exchange  controls 
which,  in  themselves,  do  not  constitute  a  significant 
barrier  to  such  investments.  Banks  must  obtain  work 
permits  for  foreign  workers  and  approval  is  granted  only 
when  an  Italian  cannot  fill  the  position.  In  practice,  U,S. 
banks  have  been  permitted  to  fill  high  management 
positions  with  non-Italians,  although  some  delays  have 
been  experienced  in  obtaining  new  work  permits  or 
renewals  for  non-EEC  nationals. 

Once  established,  the  operations  of  a  foreign  bank  are 
subject  to  the  same  regulations  applicable  to  Italian 
banks  The  constraints  affecting  U,S.  banks'  Italian 
operations  are  mainly  due  to  general  economic  policies. 
Credit  controls  specifically  limit  all  banks'  credit  expan- 
sion. In  addition  there  are  stringent  foreign  exchange 
controls.  Both  of  those  policies  tend  to  have  a  dispropor- 
tionately restraining  impact  on  foreign  bank  operations, 
particularly  with  regard  to  recently  established  banks 
attempting  to  expand  their  market  share.  There  are  some 
offsetting  effects,  however,  since  credit  and  foreign 
exchange  controls  are  applied  somewhat  flexibly  to 
foreign  banks,  in  recognition  of  the  operational  differen- 
ces between  foreign  and  indigenous  banks. 

Another  characteristic  of  the  economy  that  affects  U.S. 
banks'  expansion  is  the  high  degree  of  public  ownership 
or  control.  About  half  of  industry  is  state-owned  or 
controlled  and  the  share  of  state-controlled  banks  has 
increased  through  time.  In  that  situation,  wholesale 
banking  oportunities  are  somewhat  restricted. 

Although  Italian  banking  regulations  make  no  formal 
distinction  between  foreign  and  indigenous  banks,  some 
have  a  differential  restraining  effect  on  foreign  bank 
branch  operations  in  Italy.  Balance  sheet  ratios  are 
computed  for  foreign  banks  on  the  basis  of  the  capital  and 
reserves  of  the  branch,  not  of  the  parent  bank.  Because 
the  single  borrower  credit  limit  is  based  on  capital  and 
reserves,  U,S,  banks'  ability  to  serve  their  most  important 
customers  is  reduced  and  their  future  prospects  are 
somewhat  limited  relative  to  Italian  banks.  Prior  permis- 
sion IS  necessary  to  raise  the  single  borrower  limit  for  any 
bank  or  foreign  branch.  Further,  U.S.  banks  generally 
cannot  gain  access  to  Italy's  "discount  window"  because 
they  do  not  normally  hold  the  type  of  paper  necessary,  i.e.. 
coupons  guaranteed  by  the  state  and  issued  by 
government  controlled  enterprises.  The  Italian  central 
bank  has  recognized  the  differential  impact  of  this 
requirement  and  has  offset  it  by  making  dollar-lira  swap 
lines  available  to  foreign  banks  needing  reserves. 

Foreign  banks  enjoy  some  advantages  relative  to 
Italian  banks  because  of  the  nature  of  their  predominantly 
wholesale  international  operations.  Reserve  require- 
ments are  not  imposed  on  funds  raised  in  the  interbank 
market,  and  such  funds  are  not  subject  to  obligatory 
investment  in  special  credit  institution  bonds.  Although 
Italian  banks'  domestic  loan  operations  are  normally 
limited  to  the  geographic  region  in  which  they  are  located, 
foreign  banks  have  been  treated  flexibly  on  this  matter  in 
recognition  of  the  predominantly  multinational  character 
of  their  borrowers.  Even  in  the  absence  of  any  restraints 
on  expansion  in  the  domestic  market,  it  is  unlikely  that 
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many  foreign  banks  would  choose  to  expand  into  retail  Summary  Assessment 

banking  because  the  operating  expenses  and  funding 

costs  are  higher  and,  consequently,  the  rate  of  return  is  The  treatment  accorded  U.S.  banks  in  Italy  compares  well 

lower  with  that  of  privately  owned  Italian  commercial  banks.  The 

Bank  of  Italy,  in  recognition  of  the  operational  differences 
between  the  foreign  and  domestic  markets,  has  applied 
regulations  flexibly.  U.S.  banks  with  operations  in  Italy 
generally  consider  the  overall  regulatory  and  business 
climate  to  be  fair. 
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19.  Japan 


The  Domestic  Banking  System 

Japan  has  a  modern  banking  system  which  includes  four 
major  types  of  banking  institutions:  the  large  city  banks, 
which  operate  nationwide;  the  smaller  local  or  regional 
banks,  which  are  based  in  a  prefecture  and  whose 
business  activities  are  conducted  primarily  in  the  local 
area;  the  three  long  term  credit  banks,  which  were 
established  for  the  purpose  of  lending  long  term  funds  and 
which  finance  themselves  primarily  through  issuing 
debentures;  and  the  trust  banks,  which  conduct  a  general 
trust  business  and  limited  banking  business.  Total  assets 
of  private  Japanese  banks  amount  to  almost  $1  trillion,  as 
shown  in  Table  1 9.1 .  According  to  a  1 979  survey  by  The 
Banker,  seven  of  the  world's  20  largest  banks  were 
Japanese.  In  addition  to  private  banking  institutions,  the 
postal  system  offers  savings  deposits  to  small  depositors. 
That  system  is  well  developed,  and  total  postal  savings 
deposits  are  almost  30  percent  as  large  as  total  bank 
deposits 

Table  19.1 

Total  Assets  of  Japanese  Banks,  by  Types. 
Year-end  1974-1978 

(U.S.  dollars  in  billions) 


City 

Regional 

Long  Term 

Trust 

Year 

Banks 

Banks 

Credit  Banks 

Banks 

Total 

1978 

$532 

$291 

$117 

$52 

$992 

1977 

397 

209 

87 

36 

729 

1976 

308 

153 

65 

27 

553 

1975 

265 

130 

55 

23 

473 

1974 

243 

128 

47 

21 

439 

SOURCE:  Bank  of  Japan,  Economic  Statistics  Monthly,  various  Issues 
Converted  to  US.  dollars  using  prevailing  exchange  rales 


One  particular  aspect  of  the  Japanese  banking 
structure  that  affects  international  banking  is  the  special 
status  of  the  Bank  of  Tokyo.  Formerly  the  Yokohama 
Specie  Bank,  the  Bank  of  Tokyo  is  currently  authorized  by 
the  Foreign  Exchange  Bank  Law  of  1 954  which  grants  it 
special  privileges  in  establishing  foreign  branches  and 
subsidiaries.  The  Bank  of  Tokyo  is  also  permitted  to  issue 
debentures  along  with  the  long  term  credit  banks.  On  the 
other  hand,  the  Bank  of  Tokyo  may  operate  domestic 
offices  only  at  places  where  foreign  trade  is  conducted 


and  may  not  make  yen  loans  unrelated  to  foreign  trade. 
Despite  those  privileges  and  restraints,  the  Bank  of  Tokyo 
IS  considered  one  of  the  city  banks. 

The  city  banks,  which  account  for  slightly  more  than 
half  of  all  banking  assets  in  Japan,  are  the  principal 
competitors  for  foreign  banks  operating  in  Japan.  Those 
banks  are  very  large  and  are  characterized  by  a  heavy 
concentration  of  credit  to  major  Japanese  industries. 
Japanese  industries,  because  of  Japan's  poorly  devel- 
oped securities  markets,  are  very  dependent  on  the  city 
banks  for  financing. 

The  city  banks  finance  a  high  proportion  of  their 
activities  through  deposits.  Time  deposits  are  an 
important  source  of  funds  and  account  for  over  half  of  the 
deposits  at  the  city  banks.  Because  of  the  heavy 
demands  for  finance  by  major  industries,  the  city  banks 
are  at  times  large  net  borrowers  in  the  call,  bill  discount, 
and  other  short  term  money  markets  and  from  the  Bank  of 
Japan.  The  funds  obtained  in  the  call  and  bill  discount 
markets  often  come  from  the  regional  banks.  Local  or 
regional  banks  transact  business  mostly  in  the  prefec- 
tures where  their  main  offices  are  located.  Some  of  them 
are  comparable  in  size  to  city  banks,  but  the  majority  are 
of  small  or  medium  scale.  Local  banks  are  in  general  large 
suppliers  of  funds  on  the  call  and  bill  discount  markets 
because  their  ability  to  attract  deposits  routinely  exceeds 
local  loan  demand.  Long  term  credit  banks,  at  present 
numbering  three,  primarily  engage  in  long  term  financing. 
Although  long  term  credit  banks  have  fewer  branches 
than  city  or  local  banks,  all  of  them  operate  on  a 
nationwide  basis.  Long  term  credit  banks  are  authorized 
to  issue  debentures  but  can  accept  deposits  only  from 
certain  types  of  customers.  It  should  be  noted  that  the 
Japanese  public  in  general  relies  much  less  heavily  on 
checking  accounts  and  other  demand  deposits  for 
transactions  purposes  than  is  customary  in  the  United 
States. 

Because  the  Japanese  securities  market  is  not  well- 
developed  and  because  of  the  high  savings  propensities 
of  the  Japanese  people,  banks  play  a  very  important  role 
in  the  financing  of  Japanese  industry.  Although  the  large 
banking-industrial  complexes  (zaibatsus)  were  broken  up 
after  the  end  of  the  Second  World  War  because  they  were 
considered  to  be  undesirable  concentrations  of  econom- 
ic power,  close  links  between  the  large  banks  and  the 
major  corporate  enterprises  still  exist. 

The  banking  system  in  Japan  is  heavily  regulated.  That 
regulation  often  takes  place  through  what  is  termed 
"administrative  guidance"  rather  than  through  published 
regulations.   In  the  monetary  field,  this  is  conducted 
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through  what  is  generally  termed  "window  guidance" 
which  operates  through  discussions  between  the  Bank  of 
Japan  and  the  private  banks  on  various  aspects  of 
banking  including  loan  growth,  liquidity  and  access  to 
money  market  funds,  and  is  especially  important  in  the 
area  of  lending. 

U.S.  Banks  in  Japan 

U.S.  banks'  activity  in  Japan  has  been  largely  confined  to 
the  branch  form  of  operation.  Except  for  the  three  largest 
U.S.  banks,  which  established  branches  shortly  after  the 
war,  U.S.  banks  in  Japan  until  very  recently  were  confined 
to  a  single  branch  in  Tokyo.  Because  of  that  limitation  and 
for  other  reasons  discussed  below,  U.S.  banks'  activity  in 
Japan  has  been  almost  entirely  confined  to  transactions 
with  major  Japanese  and  multinational  companies  and 
with  local  Japanese  banks.  U.S.  banks  have  not  engaged 
in  retail  banking  in  Japan,  in  part  because  they  formerly 
had  to  agree  with  the  fVlinistry  of  Finance  not  to  solicit 
deposits  from  the  public.  Although  the  major  city  banks 
that  U.S.  banks  compete  with  engage  in  only  limited  retail 
banking  activities  compared  to  the  regional  banks,  they 
cannot  be  considered  primarily  wholesale  banks. 

Table  19.2  compares  U.S.  banks'  lending  and  deposit 
activity  in  Japan  with  that  of  the  city  banks.  The  table 
shows  the  branches'  claims  and  liabilities  with  nonbank 
customers.  Although  data  for  U.S.  banks  and  Japanese 
banks  are  derived  from  different  sources  that  use  different 
definitions,  both  sources  are  consistent  over  time.  Thus, 
changes  in  the  ratio  of  U.S.  bank  activity  to  Japanese 
bank  activity  should  accurately  reflect  changes  in  the 
scope  of  U.S.  bank  activity  relative  to  the  domestic 
market. 

Table  19.2 

Activities  of  Branches'  of  U.S.  Banks  in  Japan, 
1972-1978 

(U.S.  dollars  in  millions) 


Loans  to  Nonbanks 


Liabilities  to  Nonbanks 


Percent  ol 

Percent  ol- 

Japanese 

Japanese 

Dalei 

Amount 

City  Banks^ 
1.3 

Amount 

City  Banks:^ 

1972 

$2,020 

$    633 

0.6 

1973 

3,263 

1.6 

1,149 

0.8 

1974 

4,618 

21 

1,454 

1.1 

1975 

6.458 

2.5 

1,594 

1.0 

1976 

7,806 

2.7 

1,672 

0.9 

1977 

9,137 

2.7 

2,127 

0.9 

1978 

9,384 

2.3 

2,243 

0.7 

■  Excludes  three  branches  of  the  American  Express  International 
Banking  Corporation. 

tData  are  for  November  of  each  year 

:|:Data  are  not  collected  on  a  strictly  comparable  basis  for  Japanese  city 
banks  and  branches  of  U  S  banks  Thus,  percentage  figures  are 
indicative  of  trends  rather  than  share  of  market 

SOURCES    Federal  Reserve  Board,  FR  2052  reports:  Bank  of  Japan. 
Economic  Statistics  Monltily 


Between  1972  and  1976,  lending  by  U.S.  banks  in 
Japan  grew  faster  than  lending  by  Japanese  banks,  and 
the  ratio  of  U.S.  bank  lending  to  domestic  lending  more 
than  doubled.  Since  1976,  lending  by  U.S.  banks  in  Japan 
has  grown  more  slowly  than  lending  by  Japanese  banks, 
and  the  ratio  has  fallen  significantly.  An  important  reason 
for  that  decline  appears  to  be  due  to  lower  corporate 
borrowing  requirements  which  reduced  the  demand  by 
Japanese  companies  for  dollar  loans,  called  "impact" 
loans  because  of  their  impact  on  Japan's  balance  of 
payments.  The  impact  loan  market  had  been  a  major 
activity  for  foreign  banks  in  Japan  and  was  advantageous 
for  Japan  because  It  provided  dollar  financing  for 
Japanese  companies  during  a  period  when  Japanese 
banks  had  relatively  limited  access  to  dollar  sources  of 
funds 

As  shown  in  Table  19.2,  liabilities  to  nonbanks  follow 
the  same  general  trend  as  loans  to  nonbanks,  except  that 
U.S.  banks'  liabilities  to  nonbanks  tend  to  average 
between  one-fourth  and  one-third  of  their  loans  of 
nonbank  borrowers.  That  difference,  i.e.,  a  net  supply  of 
credit  to  nonbank  customers,  is  funded  by  borrowing  in 
the  call  and  bill  markets  and  by  dollar  advances  from  the 
branches'  home  or  related  offices  in  other  countries 
which  are  swapped  into  yen  for  lending  in  the  local 
market.'  Since  net  conversion  of  foreign  currency  into  yen 
by  banks  in  Japan  is  restricted  by  the  monetary 
authorities,  authorization  for  the  swap  arrangements  for 
foreign  banks  plays  an  important  role  in  funding  the 
lending  activities  of  U.S.  banks. 

Although  the  preponderance  of  U.S.  bank  activity  in 
Japan  has  been  at  branches,  a  recent  development  has 
been  the  establishment  of  consumer  finance  companies 
by  affiliates  of  U.S.  banks  and  nonbank  financial 
institutions.  Japanese  savings  behavior  and  a  reluctance 
to  incur  debt  has  made  consumer  finance  an  underde- 
veloped market.  The  little  consumer  lending  that  existed 
had  been  associated  with  extremely  high  interest  rates 
charged  by  companies  engaged  in  loan  sharking.  The 
ultimate  profitability  of  consumer  loan  companies 
remains  uncertain  because  of  high  start-up  costs; 
however,  there  is  some  evidence  that  U.S.  entry  into  that 
area  has  lowered  interest  rates  to  borrowers.  Profitable 
operations  by  the  foreign  institutions  may  encourage 
major  Japanese  banks  to  enter  that  market. 

In  addition  to  branches  and  consumer  finance 
companies,  a  number  of  U.S.  banks  maintain  representa- 
tive offices  in  Japan.  Although  such  offices  cannot  accept 
deposits  or  disburse  funds,  they  are  an  important  way  of 
maintaining  contact  with  the  Japanese  market,  and  of 
providing  information  to  Americans  conducting  business 
with  Japan. 

Treatment  of  Foreign  Banks  in  Japan 

Historical  Perspective 

U.S.  and  other  foreign  banks  were  basically  expected  to 
occupy  a  special  role  in  the  Japanese  financial  system  of 
the  past— that  of  importing  external  financing  and  of 
providing  international  banking  expertise.  The  interaction 


'  The  Bank  of  Japan,  with  the  approval  of  the  Ministry  of  Finance,  sets 
swap  limits  on  a  bank  by  bank  basis. 
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of  Japanese  banking  laws,  regulations,  and  administra- 
tive guidance,  coupled  with  the  historically  closed 
Japanese  domestic  economic  system,  was  felt  to  have 
effectively  limited  opportunities  to  compete  in  the 
domestic  market. 

The  Japanese  economy  and  its  importance  in  the  world 
economy  has  changed  dramatically  in  the  past  decade. 
The  financial  system  is  becoming  one  of  the  world's  most 
sophisticated.  Japanese  banks  have  modernized  aggres- 
sively and  are  strong  competitors  in  international  markets. 
Liberalization  of  the  treatment  accorded  U.S.  and  other 
foreign  banks  did  not  keep  pace  with  those  develop- 
ments. The  ability  of  U.S.  and  foreign  banks  to  success- 
fully compete  eroded,  and  their  market  share  dropped. 
The  U.S.  governments  efforts  to  improve  that  situation 
are  reviewed  in  Chapter  36.  Recent  measures  taken  by 
the  government  of  Japan  are  recounted  later  in  this 
chapter. 

In  the  past,  lack  of  national  treatment  tor  U.S.  banks  in 
Japan  tended  to  result  from  administrative  actions  and 
guidance  by  the  authorities  rather  than  from  laws  or 
regulations.  The  lack  of  clearly  stated  policies  sometimes 
made  it  difficult  for  foreign  banks  to  conduct  and  plan  their 
activities  Despite  the  absence  of  clear  standards  of 
treatment  of  foreign  banks,  certain  key  elements  of  past 
practices  can  be  identified. 

In  1949,  the  three  largest  U.S.  banks  established 
branches  in  Japan.  Between  1 949  and  1 970,  only  two  U.S. 
banks  received  permission  to  establish  branches  in 
Japan,  despite  the  fact  that  a  number  of  other  major  U.S. 
banks  would  have  liked  to  do  so  Thus,  for  a  protracted 
period,  U.S.  banks  and  banks  from  other  developed 
countries  were,  essentially,  prohibited  from  establishing 
branches  in  Japan.'  Since  1971,  Japanese  authorities 
have  modified  their  policies  and  permitted  16  U.S.  banks 
to  establish  branches  in  Japan. 

Many  branches  of  U.S.  banks  in  Japan  were  required  to 
submit  pledges  to  the  regulatory  authorities  agreeing  not 
to  solicit  local  deposits.  Their  lack  of  access  to  a  local 
deposit  base  meant  that,  for  many  years,  branches  of 
foreign  banks  in  Japan  that  wanted  to  engage  in  yen 
lending  had  to  bring  funds  from  outside  Japan  and 
engage  in  currency  swaps  under  limits  established  by  the 
Bank  of  Japan.  Thus,  the  swap  quotas,  which  are 
administered  on  a  bank  by  bank  basis,  gave  the 
regulatory  authorities  considerable  influence  over  indi- 
vidual branches'  yen  lending. 

The  requirement  that  foreign  banks  in  Japan  obtain 
prior  approval  of  yen  loans  to  non-Japanese  borrowers  is 
another  area  where  national  treatment  has  been  lacking 
About  one-fifth  of  the  largest  Japanese  banks  that  are 
authorized  to  deal  in  foreign  exchange  have  been  given 
general  licenses  to  make  foreign  yen  loans.  The 
remaining  four-fifths  and  all  foreign  bank  branches  must 
obtain  prior  approval,  even  though  approval  has  been 
generally  automatic.  In  some  cases,  that  requirement 


•American  Express,  which  is  not  a  bank  in  ihe  U  S  .  established  a  branch 
in  Japan  in  1953  Between  1949  and  1970,  one  Indian  bank,  one  Thai 
bank,  one  Hong  Kong  bank,  one  Singapore  bank,  two  Korean  banks,  and 
one  Indonesian  bank  established  branches  in  Japan,  largely  because  of 
reciprocity  considerations  No  banks  from  developed  countries  other 
than  the  IJ.S  established  branches  in  Japan  during  that  period 


restricted  the  timeliness  and  flexibility  of  yen  credits 
extended  by  foreign  bank  branches  and  hindered  their 
ability  to  compete  for  lending  with  the  major  Japanese 
banks,  their  most  important  competitors.  The  Ministry  of 
Finance  has  very  recently  indicated  its  preparedness  to 
provide  a  general  license  to  foreign  bank  branches  on  the 
same  basis  as  provided  Japanese  banks. 

U.S.  and  other  foreign  banks  in  Japan  have  not  had 
sufficient  access  to  yen  funding,  partly  due  to  the  lack  of 
national  treatment  cited  above,  and  have  had  to  depend 
on  the  call,  discount  and  interbank  markets.  Access  to 
those  markets  has  not  been  sufficiently  large  or 
dependable.  Those  money  markets  are  relatively  un- 
developed by  U.S.  standards,  and  the  interest  rates  and 
volume  of  funds  available  on  them  have  been  heavily 
influenced  by  Bank  of  Japan  "window  guidance."  Interest 
rates  had,  in  general,  been  kept  below  equilibrium  rates, 
thus  reducing  the  funds  available.  Similarly,  the  Bank  of 
Japan,  in  periods  of  monetary  restraint,  discouraged  the 
use  of  those  markets  and  imposed  ceilings  on  interbank 
loans  to  foreign  banks.  The  lack  of  stable  and  equal 
access  to  those  sources  of  funds,  when  combined  with 
lack  of  access  to  local  deposits  and  administered  swap 
quotas  on  funds  brought  in  and  converted  to  yen,  has 
inhibited  foreign  banks  from  developing  their  yen  lending 
business. 

Until  recently,  restrictions  have  been  imposed  on  the 
establishment  of  additional  branches  in  Japan.  This  has 
resulted  in  a  differentially  adverse  impact  on  foreign 
banks  since  the  number  of  authorized  foreign  bank 
branches  has  been  historically  far  fewer  than  those  of  the 
domestic  banks,  and  considering  the  difficulties  and 
restrictions  faced  by  foreign  banks  in  securing  yen 
funding.  Foreign  bank  expansion  through  acquisition  has 
been  constrained.  Many  foreign  banks  have  expressed 
considerable  uncertainty  and  confusion  over  Japanese 
legislation  on  equity  participation,  mergers  and  acquisi- 
tions of  domestic  Japanese  banks  by  foreign  banks. 

The  Japanese  Export-Import  Bank  and  the  Bank  of 
Japan  have,  in  the  past,  adopted  programs  and  facilities 
to  help  finance  Japanese  exports  and  imports.  Many 
foreign  banks  in  Japan  have  felt  they  did  not  have  the 
same  access  to  those  programs  as  Japanese  banks. 

The  Current  Situation 

The  United  States  government  has  approached'  the 
Ministry  of  Finance  and  the  Bank  of  Japan  about  the 
treatment  of  U.S.  and  other  foreign  banks  operating  in 
Japan.  The  Japanese  authorities  have  responded  in  a 
positive  way  to  the  issues  raised.  However,  the  situation  is 
in  transition  and  some  time  will  have  to  pass  before  the 
effectiveness  of  the  measures  adopted  can  be  evaluated. 
Some  of  those  measures  include  fairly  fundamental 
modifications  of  the  internal  Japanese  financial  structure 
and  involve  questions  of  competitive  balance  among 
different  types  of  Japanese  financial  institutions.  Accord- 
ingly, the  Japanese  authorities  have  moved  cautiously  in 
this  area. 

Foreign  banks'  inability  to  establish  and  expand  branch 
networks  in  Japan  has  been  an  important  deterrent  to 


JSee  Chapter  36. 
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competitive  equality.  Since  1 971 ,  Japan  has  been  more 
open  to  entry  by  foreign  banl<s,  largely  because  of 
reciprocity  considerations.  However,  foreign  banks 
entering  Japan  fiave  been  allowed  only  a  single  branch, 
and  banks  with  existing  branches  have  not  been  allowed 
to  open  additional  branches.  The  Japanese  authorities 
have  indicated  recently  that  banks  should  feel  free  to 
apply  for  additional  branches.  Although  it  appears  unlikely 
that  U,S,  banks  will  attempt  to  establish  nationwide 
branch  activities  because  of  the  high  costs  involved, 
some  U.S.  banks  are  likely  to  want  to  establish  new 
branches  in  major  commercial  cities  other  than  Tokyo. 
One  test  of  the  willingness  of  Japanese  authorities  to 
implement  a  policy  of  national  treatment  is  the  extent  to 
which  they  accept  and  approve  applications  to  establish 
additional  branche.s 

A  second  area  for  potential  expansion  by  foreign  banks 
IS  acquisition  of  Japanese  financial  institutions.  The 
antimonopoly  law  prohibits  any  financial  company, 
foreign  or  domestic,  from  owning  more  than  5  percent  of 
the  stock  of  another  financial  or  nonfinancial  company 
Moreover,  the  Japanese  Commercial  Code,  which 
governs  mergers,  recognizes  only  mergers  between 
corporations  established  under  the  code.  Thus,  foreign 
corporations  not  covered  by  the  code  would  not  have  any 
legal  standing  in  a  merger  situation.  Those  and  other  legal 
complications,  such  as  the  requirement  that  the  acquisi- 
tion of  a  branch  of  an  existing  bank  must  be  approved  by  a 
majority  of  the  branch's  depositors,  seriously  restrain 
foreign  banks'  ability  to  purchase  or  take  over  existing 
Japanese  institutions.  The  Ministry  of  Finance  intends  to 
follow  national  treatment  in  its  consideration  of  takeovers, 
but  It  appears  that  general  legal  restraints  that  apply  to  all 
institutions,  not  lack  of  national  treatment,  is  more  the 
restraining  factor. 

Inability  to  establish  additional  branches  or  acquire 
additional  existing  institutions  is  of  vital  concern  to  foreign 
banks  in  Japan,  but  equally  important  have  been 
restraints  on  their  development  of  a  stable  source  of  yen 
funds.  To  alleviate  that  problem,  the  Ministry  of  Finance 
has  rescinded  the  letters  submitted  by  many  foreign 
branches  pledging  not  to  solicit  local  deposits.  The 
rescission  of  those  letters  has  been  made  known  to  the 
banks,  and  there  appears  to  be  no  ambiguity.  That  is 
clearly  an  important  move  toward  national  treatment.  It 
remains  to  be  seen  what  actual  impact  that  action  will 
have  on  foreign  banks'  ability  to  develop  yen  funding. 

A  second  major  liberalization  in  the  area  of  yen  funding 
IS  improved  flexibility  in  the  call  and  discount  markets 
since  the  summer  of  1978.  Foreign  banks  are  no  longer 
required  to  give  prior  notice  for  borrowings  in  the  call 
market.  The  opening  of  the  7-day  call  market  in  October 
1978  has  also  provided  foreign  banks  with  more  reliable 
access  to  call  funds.  Bill  dealers  have  been  instructed  to 
allow  discount  market  rates  to  move  more  freely  in 
response  to  supply  and  demand.  That  increased 
flexibility,  with  interest  rates  determined  by  market  forces, 
will  give  individual  banks  access  to  funds,  although  not 
necessarily  at  the  low,  nonequilibrium  rates  that  prevailed 
in  the  past.  The  Bank  of  Japan  has  indicated  that  those 
markets  will,  in  general,  be  free  of  administrative  control. 
Finally,  the  Japanese  authorities  have  removed  ceilings 
on  loans  to  foreign  banks  in  the  interbank  market.  Those 
markets  are  a  volatile  source  of  funds  for  banks  and,  as  a 


matter  of  prudent  supervision,  the  Bank  of  Japan  is 
expected  to  monitor  domestic  and  foreign  banks  which 
are  active  in  those  markets.  Monitoring  and  guidance, 
however,  can  and  should  be  nondiscriminatory. 

A  fundamental  modification  of  the  Japanese  financial 
system  has  given  foreign  banks  access  to  an  additional 
source  of  yen  funds.  On  March  30,  1979,  banking 
institutions  were  granted  authority  to  issue  yen  certifi- 
cates of  deposit  (CD's)  in  minimum  denominations  of  500 
million  yen  (US$2.2  to  2.3  million)  with  maturities  of  3  to  6 
months.  Ceilings  were  set  on  those  CD's;  25  percent  of 
net  worth  for  Japanese  banks  (equivalent  to  about  1  to  2 
percent  of  yen  lending)  and  1 0  percent  of  yen  lending  and 
yen  securities  holdings  for  foreign  banks. 

Those  different  ceilings  on  CD's  would  appear  to  be  a 
deviation  from  a  strict  definition  of  national  treatment. 
However,  because  foreign  branches  in  Japan  do  not  have 
their  own  identifiable  capital,  it  would  have  been 
impossible  to  base  their  CD  ceilings  on  it.  Moreover, 
formulas  attributing  an  appropriate  proportion  of  the 
parent  bank's  capital  to  the  branch  tend  to  produce 
results  that  would  rather  severely  restrict  issues  of  CD's 
by  foreign  branches.  Thus,  the  Japanese  authorities 
developed  a  formula  which  appears  to  give  reasonably 
equitable  de  facto  access  to  yen  CD's  to  both  foreign  and 
domestic  banks.  The  relatively  higher  proportion  of  yen 
loans  financed  by  CD's  at  foreign  banks  appears 
equitable  because  they  do  not  have  the  same  access  to 
retail  deposit  sources  as  do  domestic  banks. 

The  large  minimum  size  of  the  CD's  means  that  they  will 
not  be  offered  to  smaller  depositors  which  will  help  reduce 
the  cost  of  funds  to,  and  the  threat  of  their  withdrawal  from, 
banking  institutions  that  rely  on  smaller  deposits.  Their 
size,  however,  may  also  limit  their  development  and  their 
usefulness  in  overcoming  some  foreign  banks'  yen 
funding  difficulties. 

Because  of  lack  of  access  to  local  deposits  and  other 
sources  of  yen  funds,  foreign  banks  operating  in  Japan 
have  needed  to  obtain  funds  through  currency  swaps. 
Since  the  swap  quotas  are  denominated  in  dollars,  the 
appreciation  of  the  yen  (depreciation  of  the  dollar)  has 
reduced  the  amount  of  yen  available  for  U.S.  banks' 
lending  in  the  local  market.  The  recent  steps  taken  to 
improve  U.S.  banks'  access  to  local  funds  should 
gradually  reduce  their  reliance  on  currency  swaps  as  a 
source  of  funding.  The  recent  increase  in  swap  quotas 
has  been  a  helpful  development  and  swaps  will  continue 
to  play  an  important  role  for  foreign  bank  branches. 
However,  more  flexible  and  timely  adjustment  of  swap 
quotas  would  assure  foreign  banks  better  access  to  yen 
funds  until  they  are  better  able  to  develop  local  sources. 

The  Japanese  have  also  clarified  the  policy  permitting 
foreign  banks'  participation  in  the  import-financing 
facilities  of  the  Bank  of  Japan  and  the  facilities  of  the 
Japanese  Export-Import  Bank,  Such  participation  was 
apparently  permitted  in  the  past,  but  this  policy  was  not 
adequately  communicated  to  the  foreign  banking  com- 
munity. As  a  result,  foreign  bank  participation  in  these 
facilities  had  been  very  small. 

Finally,  it  should  be  noted  that  there  are  certain 
advantages  enjoyed  by  foreign  banks  not  available  to 
domestic  banks.  In  the  past,  swap  quotas  for  the  foreign 
banks  had  not  been  available  to  domestic  banks,  al- 
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though  domestic  banks  have  recently  been  granted 
some  limited  swap  facilities  However,  as  noted  earlier, 
this  special  treatment  resulted  largely  from  the  foreign 
banks'  lack  of  access  to  other  sources  of  funds.  Impact 
lending  (lending  in  non-yen  currencies,  almost  exclu- 
sively dollars)  was  previously  only  permitted  by  foreign 
banks.  Although  domestic  banks  have  been  recently 
authorized  to  extend  short  term  impact  loans,  long  term 
impact  loans  are  still  limited  to  foreign  banks  Unlike 
domestic  banks,  foreign  banks  in  Japan  are  not  required 
or  encouraged  to  purchase  government  securities  or  to 
participate  in  bail-out  loans  to  local  Japanese  compan- 
ies. These  advantages  have  helped  offset  some  of  the 
disadvantages   created   by   other  policies,  and   have 


served  to  improve  the  competitive  position  of  U.S.  and 
foreign  banks  in  Japan. 

Summary  Assessment 

Although  Japan's  financial  system  has  rapidly  matured 
over  the  past  decade,  laws,  regulations,  and  administra- 
tive guidance  has  not  kept  pace.  This  has  resulted  in  a 
substantial  lack  of  national  treatment  and  equality  of 
competitive  opportunity  in  practice  for  U.S.  and  foreign 
banks  in  Japan.  Recent  measures  instituted  by  the 
Japanese  government  would  appear  to  remedy  substan- 
tially the  previous  inequities,  although  it  is  too  early  to 
reach  any  definitive  conclusion. 
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20.  Republic  of  Korea 


The  Domestic  Banking  System 

Commercial  banking  in  the  Republic  of  Korea  is 
conducted  by  three  major  types  of  institutions:  city  banks, 
specialized  banks,  and  local  banks.  Table  20.1  provides 
data  on  the  size  of  those  three  types  of  institutions. 

There  are  five  city  banks  that  operate  branches 
nationwide  and  hold  over  half  of  total  Korean  banking 
assets.  The  government  was  the  major  stockholder  in  all 
five  city  banks  until  1972,  when  its  shares  ot  the  Com- 
mercial Bank  of  Korea,  one  of  the  five,  were  sold  to  a 
trade  association  of  Korean  importers  and  exporters.  This 
sale  represented  a  first  step  in  the  planned  gradual 
denationalization  of  bank  ownership.  While  the  percent- 
age of  government  ownership  in  the  other  four  city  banks 
has  gradually  declined,  the  government  still  owns  25  to 
32  percent  of  their  stock.  As  the  largest  single  share- 
holder, the  government  exercises  substantial  control 
over  those  four  banks,  including  appointing  officers  and 
directing  operating  procedures. 


Private  sector  deposits  are  the  principal  source  of 
funds  for  the  city  banks.  However,  city  banks  rely  heavily 
on  the  Bank  of  Korea,  the  central  bank,  for  direct 
borrowings  and  other  sources  of  funds.  Direct  borrowings 
from  the  Bank  of  Korea  amounted  to  almost  8  percent  of 
total  assets  in  December  1978.  The  principal  assets  of 
city  banks  are  loans  to  domestic  enterprises.  They  hold 
less  than  1  percent  of  their  assets  in  Korean  government 
or  government  guaranteed  bonds  and  about  7  percent  in 
deposits  with  the  Bank  of  Korea  to  satisfy  reserve 
requirements. 

The  specialized  banks  constitute  the  second  major 
type  of  bank  in  Korea,  and  each  of  them  was  established 
by  separate  laws  passed  in  the  1960's.  They  were 
esiablished  to  finance  specific  sectors,  such  as  housing, 
agricultural  cooperatives,  small  businesses,  fisheries, 
and  international  trade.  The  Korea  Exchange  Bank, 
established  in  1967,  is  of  particular  importance.  The 
shares  of  that  bank  are  owned  by  the  Bank  of  Korea  and 


Table  20.1 

Total  Assets  by  Type  of  Banking  Institution  in  Korea 

(U.S.  dollars  in  millions) 
(figures  in  parenthesis  show  percent  distribution) 


Year-end 

City 
Banks 

...       $      896.0 

Specializ 

Korea 

Exchange 

Bank 

$    792.2 
(37.1) 

2,847.5 
(32.0) 

3,982.0 
(23.3) 

4,573.1 
(20.2) 

6,650.2 
(21.0) 

9,486.8 
(209) 

ed  Banks 

Other 

Specialized 

Banks 

Local 
Banks 

$        5.2 
(0.2) 

319.7 
(3,6) 

1 ,365.7 
(8.0) 

1,812.2 
(8.0) 

2,376.0 

(7.5) 

3,148.8 
(6.9) 

Foreign 
Banks 

$        6.6 
(0.3) 

134.5 
(1.5) 

536.8 
(3.1) 

741.3 
(3.3) 

1,298,1 
(4.1) 

2,028.5 
(4.5) 

Total 

1 967 

$    432.9 
(20.3) 

1,577.7 
(17.7) 

2,709.7 

(15.9) 

3,612.7 
(15.9) 

5,200.7 
(16.5) 

7,699.3 
(17.0) 

$  2,132.9 

1972 

(42.0) 
4,021.2 

8,900,6 

1975 

(45.2) 
8  496  1 

17,090.3 

1976 

(49.7) 
1 1  920  7 

22.660.0 

1977 

(52.6) 
16,068.0 

31,593.0 

1978 

(50.9) 
22,977.1 

45,340.5 

(50.7) 

SOURCE;  Bank  of  Korea.  Monthly  Economic  Statistics.  Convened  to  US  dollars  using  annual  average  exchange  rates  published  in  IMF. 
International  Financial  Statistics. 
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the  government.  The  Korea  Exchange  Bank  performs 
certain  commercial  banking  activities  related  to  external 
transactions  such  as  foreign  exchange  transactions, 
international  deposit  and  loan  transactions,  export 
finance,  acceptances  of  bills,  and  financing  of  exports 
and  imports.  The  Korea  Exchange  Bank  is  the  only 
specialized  bank  which  is  permitted  to  have  foreign 
branches. 

In  addition  to  the  five  nationwide  city  banks  and  the 
specialized  banks,  each  of  the  ten  provinces  of  Korea  has 
a  local  bank  which  is  privately  owned.  Those  banks 
conduct  their  activities  throughout  the  province  and  are 
permitted  one  branch  office  in  Seoul.  The  general  banking 
operations  of  the  local  banks  are  similar  to  those  of  the 
city  banks.  Because  the  loan  portfolio  of  the  local  banks 
is  heavily  concentrated  in  loans  to  smaller  companies,  the 
Monetary  Board'  allows  them  to  charge  higher  interest 
rates  on  loans  and  discounts. 

Korean  firms  are  heavily  dependent  upon  banks  for 
financing,  because  bond  and  security  markets  are  poorly 
developed  and  corporate  earnings  are  inadequate  to 
finance  investment.  The  Korean  banking  system,  in  turn, 
is  tightly  controlled  and  regulated  by  the  Korean 
authorities.  The  relationship  between  the  Korean  financial 
system  and  government  is  complicated,  with  the  banking 
industry  assigned  a  major  role  in  the  government's  plans 
for  rapid  economic  development.  The  government  relies 
upon  the  banking  industry  to  encourage  and  amass  the 
domestic  savings  needed  to  finance  the  substantial 
investment  needs  of  Korean  industry.  Historically,  the 
banking  industry  has  been  able  to  acquire  part  of  the 
necessary  funds  because  of  structural  changes  generat- 
ed by  fast  economic  growth.  As  Korea  industrialized, 
people  shifted  from  non-monetary  savings  in  such  things 
as  real  estate,  gold,  jewelry  and  particularly  rice,  to  saving 
money.  In  addition,  during  Korea's  economic  develop- 
ment, a  large  private  monetary  sector  evolved  outside  the 
formal  financial  system.  This  so  called  "curb"  money 
market  developed  because  of  government  limitations  on 
access  to  credit  and  interest  rate  ceilings.  However,  funds 
from  the  curb  money  market  primarily  financed  specula- 
tion rather  than  productive  investment.  As  the  domestic 
financial  system  strengthened,  the  banks  were  able  to 
draw  savings  from  the  "curb"  money  market.'  Not  only 
does  the  banking  system  play  a  key  role  in  economic 
development,  but  its  operations  are  heavily  influenced  by 
the  government's  actions  to  control  the  outbursts  of 
inflation  which  have  been  a  frequent  by-product  of  the 
nation's  rapid  development. 

In  addition  to  the  traditional  tools  of  monetary  policy  and 
bank  supervision  and  regulation,  the  government  has  a 
wide  variety  of  other  techniques  for  influencing  the 
banking  system.  The  government's  significant  ownership 


'The  Monetary  Board  is  an  official  policy  making  organization,  with 
members  representing  the  interests  of  various  sectors  of  the  economy, 
chaired  by  the  IVIInister  of  Finance. 

■The  curb  money  market  has  been  a  ma|or  source  of  funds  and 
difficulties  for  the  banking  industry  In  1 972,  the  Presidential  Emergency 
Decree  contained  specific  provisions  to  help  financial  institutions 
preempt  this  market.  At  the  end  of  1978,  the  size  of  the  curb  money 
market  was  conservatively  estimated  to  be  about  one-tenth  of  all 
outstanding  bank  loans. 


in  four  City  banks,  and  all  Korean  banks'  dependence 
upon  Bank  of  Korea  borrowings  were  previously  noted. 
Thp  maximum  interest  rates  that  they  pay  and  charge  on 
deposits  and  loans  are  set  by  the  Monetary  Board  and, 
due  to  the  multiplicity  of  objectives  sought,  the  Korean 
interest  rate  structure  is  one  of  the  most  complicated  in 
the  world.  Moreover,  the  government  allocates  foreign 
currency  loans  both  by  type  of  issuer  and  by  type  of 
borrower. 

U.S.  Banks  in  Korea 

In  1967,  three  U.S.  banks  and  two  Japanese  banks 
established  branches,  marking  the  beginning  of  a  foreign 
banking  presence  in  Korea.  A  half  dozen  more  branches 
were  opened  by  banks  from  the  U.K.  and  France,  as  well 
as  additional  U.S.  and  Japanese  banks,  over  the  next  9 
years.  However,  the  real  influx  of  foreign  bank  branches 
into  Korea  occurred  in  1 977  and  1 973,  when  more  foreign 
branches  were  established  than  had  been  opened  in  the 
preceding  decade.  By  the  end  of  1978,  there  were  32 
foreign  bank  branches  in  Korea.  U.S.  banks,  with  12 
branches,  have  more  branches  than  banks  from  any 
other  country,  and  hold  more  than  half  of  the  total  foreign 
branch  assets  in  Korea. ^  U.S.  branches'  assets  have 
increased  dramatically  in  the  past  5  years  to  over  $1 
billion  by  the  end  of  1978,  about  2.5  percent  of  total 
Korean  banking  assets. 

The  impressive  growth  of  foreign  bank  branches 
compared  to  local  Korean  banks  can  be  seen  in  Table 
20.2.  Although  part  of  this  growth  may  be  attributable  to 
the  expanded  number  of  branches,  the  increase  in  foreign 
banks'  share  of  foreign  currency  loans  is  particularly 
striking,  from  just  over  1 5  percent  to  about  39  percent  of 
the  total  market  in  just  3  years.  The  foreign  bank  share  of 
the  domestic  loan  market  also  increased  steadily,  until 
1978,  when  it  declined  slightly  to  4.0  percent.  Growth  in 
foreign  branches'  domestic  deposits  kept  pace  with  the 
rapid  local  bank  expansion,  but  those  branches  became 
increasingly  dependent  on  external  sources  of  funds  to 
finance  their  growing  share  of  both  domestic  and  foreign 
loans. 


J  Korea  Exchange  Bank  data 


Table  20.2 

Foreign  Banks'  Share  of 
Korean  Bank  Deposits  and  Loans 

(percent) 

Won  Loans        Foreign  Exchange 
Year-end         Won  Deposits     and  Discounts  Loans 


1972 

0.89 

1.2 

14.4 

1975 

1.07 

2.7 

15.5 

1976 

1.16 

3.3 

17.5 

1977 

1.09 

4.4 

39.9 

1978 

1.19 

4.0 

38.4 

SOURCE;  The  Korean  Exchange  Bank  and  Bank  of  Korea. 


Treatment  of  Foreign  Banks  in  Korea'' 

The  dramatic  growth  in  foreign  banking  presence  and 
market  share  has  led  to  Korean  authorities'  concern  over 
foreign  bank  penetration,  including  the  possibility  that 
unlimited  foreign  bank  entry  might  overwhelm  the 
relatively  underdeveloped  domestic  banking  system 
Despite  the  substantial  economic  gams  of  the  past 
several  years,  Korea  is  still  a  developing  country  "^  The 
Korean  monetary  authorities  believe  it  is  necessary  to 
restrict  the  activities  of  foreign  banks  in  order  to  protect 
and  encourage  the  development  of  the  domestic  banking 
system.'' 

On  the  other  hand,  gradual  internationalization  of  the 
banking  industry  is  a  policy  of  the  Korean  government.  To 
achieve  this  objective,  the  government  appears  to  have 
embarked  upon  a  deliberate  program  of  phasing  in  both 
the  entry  and  the  extent  and  nature  of  foreign  bank 
activities  in  Korea.  The  pattern  of  foreign  bank  entry  into 
Korea  indicates  that  once  a  certain  level  of  foreign 
banking  presence  is  achieved,  domestic  financial 
markets  are  given  time  to  adjust  to  the  competitive 
impact,  before  the  next  stage  in  internationalization  of  the 
banking  industry  proceeds.  The  authorities  have  favored 
foreign  banks  from  countries  with  which  Korea  has 
important  trade  and  investment  relationships.' 

Improving  the  efficiency  of  domestic  banking  was  an 
important  benefit  of  foreign  competition  in  the  authorities' 
view.  Korean  banking  has  long  been  characterized  as  a 
high  cost  industry,  and  the  foreign  banking  presence 
introduced  modern  technology  and  banking  practices. 
Foreign  banks  were  also  regarded  as  instrumental  in 
attracting  the  large  foreign  capital  inflows  necessary  for 
development,  particularly  after  the  1973-74  oil  crisis. 
Following  that  crisis,  foreign  branches  were  granted 
unlimited  swap  facilities  and  other  privileges,  in  order  to 
encourage  a  foreign  exchange  inflow.  Moreover,  as 
Korean  banks  have  begun  to  establish  foreign  branches. 


'The  Republic  of  Korea  publishes  more  comprehensive  data  and 
inlormation  about  the  banking  industry  than  Is  available  in  most 
developing  countries,  and  therefore  the  treatment  of  foreign  banks  in 
Korea  could  be  analyzed  in  depth.  However,  the  detailed  nature  of  this 
chapter  IS  not  meant  to  imply  that  Korea  is  exceptionally  discriminatory 
in  Its  treatment  of  foreign  banks,  since  such  is  not  the  case  See  the 
summary  assessment  for  an  overall  view  of  Korea's  treatment  of  foreign 
banks 

^  Although  Korea's  growth  has  been  spectacular  in  recent  years,  with  an 
average  increase  In  real  GNP  of  about  10  percent  per  annum  over  the 
last  decade,  Korea  still  ranks  as  a  relatively  poor  country  with  a  per 
capita  income  far  below  that  of  Taiwan,  Brazil  or  Hong  Kong 

•■In  a  letter  addressed  to  the  U.S.  Embassy  in  Seoul,  the  Governor  of  the 
Bank  of  Korea  stated,  in  part: 

Compared  to  developed  countries.  Korean  lags  behind  especially 
in  the  banking  field  As  a  result,  the  Korean  IVIonetary  authontes 
have  had  to  take  measures  to  maintain  a  balance  between 
domestic  banks  and  foreign  banks  and  to  assure  a  viable  domes- 
tic financial  market  We  feel  such  balance  is  essential  for  a  sound 

financial  system  in  Korea The  measures  which  are  pointed 

out  as  discriminatory  treatment  of  foreign  banks  are  taken  mainly 
for  this  objective. 

This  was  stated  as  official  government  policy  in  the  Bank  of  Korea  s 
"Memorandum  Regarding  Entry  by  and  Activities  of  Foreign  Banks  in 
Korea,"  submitted  for  purposes  of  this  study 


the  Korean  authorities  have  recognized  the  need  to  offer 
reciprocal  entry  privileges  to  foreign  banks. 

Nevertheless,  foreign  banks,  including  U.S.  banks,  are 
subject  to  a  number  of  restrictions  which  limit  their 
present  activities  and  potential  for  future  expansion  in 
Korea.  Among  the  most  important  of  those  impediments 
are  restrictions  on  entry  and  additional  branches; 
maximum  capitalization  limitations  which,  in  turn,  restrict 
asset  growth;  and  limited  access  to  domestic  funds.  Other 
restrictions  on  foreign  banks  include  laws  which  restrict 
land  ownership  by  foreigners  and,  therefore,  preclude 
foreign  banks'  acceptance  of  real  estate  collateral; 
foreign  exchange  regulations  which  have  a  differentially 
adverse  effect  on  foreign  banks;  and  administrative 
practices  which  affect  the  competitive  position  of  foreign 
banks. 

One  problem  for  foreign  banks  in  Korea  is  the  current 
moratorium  on  approval  of  additional  foreign  branches  in 
Seoul  imposed  by  the  Bank  of  Korea  and  the  Ministry  of 
Finance.*^  Additional  branches  may  be  approved  in  small 
and  medium  size  cities,  but  such  locations  are  of  little 
interest  to  foreign  banks;  only  two  U.S.  banks  operate 
branches  outside  Seoul.  The  period  of  liberal  approval  of 
entry  by  foreign  bank  branches  in  1977  and  1978,  was 
accompanied  by  massive  foreign  exchange  inflows 
which  were  hampering  the  Korean  authorities'  ability  to 
control  inflation.  Moreover,  the  liberal  entry  policies  of 
those  years  resulted  in  a  significant  increase  in  foreign 
banks'  share  of  the  local  market.  The  present  restrictive 
entry  policy  is  reportedly  a  reaction  to  those  events. 

Under  the  General  Banking  Act,  each  foreign  branch  is 
a  separate  bank  entity.  Thus,  each  branch  of  a  foreign 
bank  is  required  to  have  its  own  separate  capital  on  which 
its  lending  limits  are  based."  That  treatment  is  discrimina- 
tory vis-a-vis  domestic  banks  which  are  not  required  to 
capitalize  each  branch  separately,  and  has  a  restraining 
effect  on  the  competitive  ability  of  foreign  banks  to  serve 
their  large  customers'  borrowing  needs.  The  requirement 
may  be  intended  to  protect  the  local  banks,  which  are 
much  smaller  than  most  of  the  foreign  branches'  parent 
banks.  As  noted  in  other  chapters,  many  other  countries 
base  lending  limits  on  branch  rather  than  parent  bank 
capital. 

In  addition  to  requiring  separate  capitalization  of 
branches,  the  Korean  authorities  limit  the  total  capital 
each  foreign  branch  may  have  and,  thereby,  limit  its  loans 
and  acceptances.  There  is  no  limit  on  the  paid-in  capital 
of  domestic  banks.  Foreign  branches  are  allowed  two 
types  of  capital.  Type  A  capital  is  the  initial  capital.  The 
minimum  capital  required  for  entry  was  doubled  from 
about  US$1  million  to  about  $2  million  in  August  1979. 
Type  B  capital,  which  may  equal  up  to  400  percent  of 
Type  A  capital,  is  supplemental  capital.  As  a  result,  the 
maximum  capital  of  any  foreign  branch  is  now  about  $1 0 
million,  plus  reserves  and  unremitted  profits.  The  Ministry 


'Approval  of  both  the  Ivlinistry  of  Finance  and  Bank  of  Korea  is  required 
to  establish  a  foreign  branch  under  the  Foreign  Exchange  Control  Law 
(FECL). 

'This  same  problem  of  limited  capital  affects  acceptance  financing 
because  banks  are  limited  to  issuing  acceptances  equal  to  20  times 
capital. 
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ot  Finance  has  indicated  it  will  continue  to  increase 
capitalization  limits  gradually  in  the  future. 

All  banks  in  Korea  are  subiect  to  a  single-borrower 
lending  limit  equal  to  25  percent  of  capital.  With  the  new 
maximum  capital  of  $1 0  million,  the  largest  loan  a  foreign 
branch  can  make  to  any  borrower  is  $2.5  million.  Foreign 
banks  with  branches  in  Korea  have  long  felt  that  the 
combined  effects  of  requiring  separate  capitalization  for 
each  branch  and  the  ceiling  on  maximum  capital  placed 
them  at  a  competitive  disadvantage  vis-a-vis  domestic 
banks.  The  recent  doubling  of  permissible  capital  may 
partially  redress  this  competitive  inequality. 

In  recent  years,  the  Ministry  of  Finance  has  instituted 
special  procedures  for  allocating  a  targeted  amount  of 
foreign  currency  lending  in  line  with  governmental 
development  plan  goals.  For  1 979,  the  Ministry  of  Finance 
set  an  overall  ceiling  of  $1 .8  billion  on  foreign  lending.  The 
allocation  of  these  funds  was  adjusted  in  August  1 979  to 
giVe  a  larger  amount  to  foreign  banks. 

Of  the  $1.8  billion  total,  the  new  allocation  provided 
$430  million  directly  for  foreign  banks,  while  $820  million 
was  allocated  directly  to  domestic  banks.  The  remaining 
$550  million  was  allocated  to  any  domestic  or  foreign 
bank  upon  application.  The  allocation  procedure  for  that 
remainder  was  designed  to  favor  exports  and  other 
specific  industries.  It  appears,  however,  that  foreign 
branches  got  at  least  their  fair  share  of  that  additional 
allocation.  As  an  incentive,  the  authorities  provided  that 
foreign  banks  that  were  willing  to  extend  loans  to 
domestic  firms  without  the  guarantee  of  a  Korean  bank 
could  receive  up  to  $100  million  of  the  additional 
allocation. 

Foreign  branches,  in  practice,  are  severely  limited  in 
their  ability  to  acquire  local  funds.  According  to  the  Bank 
of  Korea's  official  policy  statement,  foreign  banks  are  not 
restricted  in  their  ability  to  solicit  won  deposits  beyond  the 
general  limitations  on  terms,  interest  rates  and  other 
regulations  imposed  by  the  Monetary  Board  on  all 
banking  institutions.  However,  the  rules  adopted  by  the 
Korean  Bankers  Association,  which  apply  to  foreign 
branches,  deny  foreign  banks  access  to  certain  types  of 
household  deposits.  Korean  sources  state  that  foreign 
banks  are  not  particularly  interested  in  attracting  certain 
types  of  time  and  savings  deposits  because  deposit 
interest  rates  range  from  15  to  18.6  percent,  depending 
on  maturity,  and  foreign  banks  usually  have  access  to 
less  expensive  funds. 

In  addition  to  restraints  on  deposit-taking,  foreign  banks 
face  other  restrictions  on  local  funding.  Unlike  domestic 
banks,  foreign  banks  are  not  permitted  to  issue  short  term 
debentures.  Domestic  banks  are  eligible  to  receive 
special  deposits  from  the  Bank  of  Korea  to  fund  a  large 
proportion  of  their  foreign  currency  loans;  this  facility  is 
not  available  to  foreign  banks.  Foreign  banks  are  not 
given  government  deposits  and  do  not  have  access  to 
subsidized  funds  for  export  financing.  Foreign  banks  do 
not  have  access  to  the  Bank  of  Korea's  discount  win- 
dow. To  partially  offset  those  restrictions  on  foreign 
banks'  sources  of  funds,  the  Bank  of  Korea  grants 
foreign  branches  access  to  a  swap  facility,  which  is  not 
available  to  domestic  banks.  The  Bank  of  Korea  regards 


that  facility  as  compensation  for  not  permitting  foreign 
banks  access  to  the  discount  window.'" 

Official  Bank  of  Korea  policy  states  that  there  is  no 
restriction  on  foreign  banks'  making  loans  secured  by  real 
estate  collateral.  In  practice,  however,  the  Korean  Alien 
Land  Acquisition  Law  effectively  prohibits  a  foreign  bank 
from  acquiring  real  estate  at  a  foreclosure  auction, 
thereby  precluding  their  writing  of  loans  secured  by  real 
estate.  Because  real  estate  is  the  primary  collateral  for 
loans  in  Korea,  that  limits  domestic  lending  by  foreign 
branches. 

Korean  foreign  exchange  regulations,  when  applied  to 
the  Korean  government's  standard  procedures  for 
importing  U.S.  government  subsidized  commodities,  i.e.. 
P.L.  480  and  COG  shipments,  effectively  exclude  U.S. 
banks  from  financing  such  transactions.  U.S.  banks 
responding  on  the  study  questionnaire  considered  this  to 
be  one  of  the  most  important  restrictions  on  their 
operations  in  Korea. 

Korean  companies  are  required  to  designate  a  "prime" 
bank  which  has  certain  controls  and  approval  rights  over 
their  financing,  and  to  which  they  must  turn  for  certain 
borrowing.  In  the  past,  foreign  banks  were  prohibited  from 
serving  as  prime  banks.  Although  that  legal  prohibition 
has  been  lifted,  Korean  companies  are  actively  discour- 
aged from  having  foreign  banks  function  as  their  prime 
banks.  This  severely  limits  foreign  banks'  ability  to 
develop  new  business,  since  the  prime  bank  often 
determines  the  whole  credit  structure  of  the  customer.  On 
the  other  hand,  the  responsibility  for  ensuring  that  a 
borrower  is  creditworthy  falls  on  the  prime  bank.  This  may 
be  advantageous  to  foreign  banks  which  would  otherwise 
have  difficulty  in  determining  the  credit  standing  of  local 
borrowers. 

The  powerful  role  of  the  Korean  Bankers  Association  in 
establishing  rules  for  the  banking  industry  is  a  particularly 
sore  point  with  the  foreign  banking  community  in  Korea. 
Foreign  banks  are  required  to  abide  by  the  rules  of  the 
Association  as  a  condition  of  entry.  Within  the  rate 
ceilings  specified  by  the  Monetary  Board,  the  Association 
has  broad  discretion  to  set  interest  rates.  It  also  sets  hours 
of  business  and  conditions  for  accepting  deposits. 
According  to  the  Bank  of  Korea,  there  is  no  legal 
prohibition  on  foreign  bank  membership  in  this  organiza- 
tion. However,  foreign  bank  participation  in  the  Associa- 
tion is  impractical  because  attendance  is  limited  to  heads 
of  member  banks,  and  few  foreign  bankers  speak  Korean. 
Moreover,  according  to  the  Bank  of  Korea,  representa- 
tives of  the  foreign  banks  do  effectively  participate  in  the 
Association's  policy  making  group  on  foreign  exchange 
transactions.  Most  foreign  banks  believe  they  would  not 
be  permitted  to  join  or  play  an  effective  role  in  decision 
making.  This  situation,  where  a  group  of  banks  is 
regulated  by  decisions  made  by  their  competitors,  is 
clearly  disadvantageous. 

Foreign  banks  are  also  prohibited  by  the  General 
Banking  Act  of  1 950  from  purchasing  or  establishing  local 
subsidiary  banks.  That  Act  prohibits  any  party,  except  the 
government,  from  acquiring  more  than  10  percent  of  a 


'"Bank  of  Korea  "Memorandum  Regarding  Entry  by  and  Activiles  of 
Foreign  Banks  in  Korea." 
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Korean  financial  institution  without  prior  approval  of  the 
Office  of  Bank  Supervision  and  Examination.  Approval 
has  been  granted  for  domestic  banks  to  acquire  more 
than  10  percent  of  other  financial  institutions,  but  under 
present  Korean  government  policy  approval  w/ould  not  be 
granted  to  foreign  banks. 

Merchant  banks  are  exempt  from  the  provisions  of  the 
General  Banking  Act  and  are  governed  by  a  special  law 
which  permits  joint  venture  arrangements  between 
Korean  firms,  both  financial  and  nonfinancial,  and  for- 
eign partners.  Several  joint  venture  merchant  banks 
have  been  established  but,  so  far,  none  has  involved  a 
U.S.  partner.  Majority  ownership  by  the  foreign  partners 
has,  to  date,  not  been  approved  for  any  of  the  joint 
venture  merchant  banks. 

Although  foreign  banks  operating  in  Korea  are  sub|ect 
to  many  discriminatory  limitations  and  restrictive  prac- 
tices, they  also  enjoy  certain  advantages.  The  two  most 
important  were  mentioned  earlier:  access  to  the  Bank  of 
Korea's  swap  facility,  which  is  not  available  to  domestic 
banks,  and  the  prime  bank  system,  which  has  provided 
foreign  branches  some  measure  of  protection  from 
defaults  by  Korean  borrowers. 

Other  significant  privileges  extended  to  foreign- 
branches  include  exemption  from  required  purchases  of 
government  special  purpose  issues  and  deposits  with 
the  Korean  Monetary  Stabilization  Fund.  Foreign 
branches  are  also  exempt  from  certain  taxes.  Foreign 
branches  are  not  taxed  on  the  interest  and  fees  earned 
on  foreign  currency  loans  to  domestic  borrowers,  nor  on 
earnings  attributable  to  arranging  foreign  loans  for  Ko- 
rean firms.  On  the  other  hand,  as  publicly  held  corpora- 
tions, four  of  the  five  city  banks  also  enjoy  certain  tax 
benefits.  The  impact  of  those  privileges  accorded  foreign 


banks  is  significant,  as  shown  by  their  establishment  of 
successful  operations,  despite  the  many  restrictions 
imposed  on  them. 

Summary  Assessment 

The  Republic  of  Korea  permits  foreign  bank  entry  only 
through  branches.  Approval  of  foreign  bank  applications 
for  branches  has  varied  from  extremely  liberal  to  the 
present  moratorium,  depending  upon  Korea's  economic 
conditions.  U.S.  and  foreign  bank  branches  operating  in 
Korea  encounter  numerous  restrictions  and  are  not 
afforded  full  equality  of  competitive  opportunity.  The 
Korean  authorities  have  apparently  attempted  to  counter- 
balance some  of  the  most  harmful  restrictions  with 
offsetting  advantages.  The  experience  of  foreign  banks  in 
this  environment  has  been  difficult  but  successful  overall. 
Some  banks  have  been  disadvantaged  by  the  imposition 
or  tightening  of  certain  restrictions  shortly  after  their  entry 
and  others  are  excluded  altogether  by  present  policies. 

Certain  features  of  the  present  Korean  treatment  of 
foreign  banks,  although  possibly  justified  earlier,  appear 
to  have  outlived  their  usefulness.  The  substantial  control 
ceded  to  the  Korean  Bankers  Association  and  the  present 
restrictions  on  foreign  banks'  access  to  local  sources  of 
funds  seem  inappropriate  at  the  current  stage  in  Korean 
banking  development. 

Korea  is  attempting  to  develop  an  indigenous  banking 
structure.  Korean  authorities  have  been  more  receptive 
to  foreign  banks  than  many  other  developing  countries. 
Korean  authorities'  concern  about  the  future  role  of 
foreign  banking  in  Korea  is  indicated  by  their  commis- 
sioning a  study  of  this  issue  by  a  private  research 
organization,  the  Korea  Development  Institute. 
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21.  Mexico 


The  Domestic  Banking  System 

Traditionally  there  have  been  four  types  of  specialized 
financial  institutions  in  Mexico:  deposit  banks  offering 
demand  deposits;  savings  banks;  financieras,  private 
longer  term  investment-development  banks;  and  mort- 
gage credit  institutions.  In  theory,  each  was  mutually 
exclusive  but,  in  practice,  many  of  the  deposit  banks  or 
their  owners  also  operated  associated  savings  banks, 
financieras,  and  mortgage  banks.  In  1 974,  the  general  law 
covering  financial  institutions  was  changed  so  that 
approved  banks  could  offer  multiple  services.  In  order  to 
offer  multiple  services,  however,  banks  must  obtain  prior 
approval  from  the  three  principal  monetary  authorities: 
the  Secretaria  de  Hacienda  y  Credito  Publico,  the 
National  Banking  Commission,  and  the  Banco  de  Mexico. 

The  legalization  of  multiple  service  banking  has 
changed  the  competitive  environment.  Multiple  service 
banking  has  reduced  the  number  of  separate  banking 
entities  in  the  economy  and  seems  likely  to  continue  to  do 
so,  thus  leading  to  the  formation  of  new,  strong  groups 
and  intensifying  competition  among  Mexican  banks. 

By  mid-1979,  28  private  multiple  service  banks  had 
been  approved  by  Mexican  authorities  Those  banks 
maintained  about  2,000  offices  throughout  Mexico  and 
dominated  commercial  banking.  Although  there  were  still 
a  number  of  specialized  banks  in  operation  in  mid-1979, 
the  most  remarkable  feature  of  the  Mexican  banking 
scene  recently  has  been  the  rate  at  which  the  multiple 
banks  have  absorbed  the  independent  specialized  banks. 
For  example,  in  early  1 978,  there  were  1 1  mortgage  banks 
and  55  financieras  (investment  banks)— about  a  year 
later,  there  were  only  two  mortgage  banks  and  26 
financieras.  At  the  same  time,  there  were  47  deposit 
banks,  about  60  pavings  banks,  and  22  specialized  state- 
owned  banks  that  were  largely  development  oriented. 
Some  of  the  state-owned  banks  are  also  becoming 
multiple  service  banks  and  offer  some  commercial 
banking  services.  As  of  December  1978,  the  banking 
system  had  approximately  $30.5  billion'  in  total  liabilities 
outstanding;  the  state-owned  banks  held  approximately 
one-third  of  this  total. 

Banks  in  Mexico  are  subject  to  high  reserve  require- 
ments and  obligatory  credit  portfolio  guidelines  which 
have  limited  the  credit  available  to  nonpnority  sectors. 
The  Banco  de  Mexico  also  sets  maximum  interest  rates 
on  deposits 


'     Bank  of  Mexico.  Economic  Indicators.  June  1 979;  converted  at  the 
current  exchange  rale 


U.S.  Banks  in  Mexico 

Prior  to  1 930,  there  were  several  foreign  banks  in  Mexico, 
including  Citibank  which  opened  in  Mexico  City  in  1929. 
During  the  worldwide  banking  turmoil  of  the  1930's, 
Mexico  passed  laws  prohibiting  foreign  banks  from 
establishing  branches,  subsidiaries  or  banking  affiliates. 
After  passage  of  these  laws,  the  other  foreign  banks 
closed  their  Mexican  operations,  but  Citibank  remained, 
functioning  under  a  grandfather  clause.  The  advantage  to 
Citibank  of  being  the  only  foreign  bank  in  Mexico  is 
reduced  by  severe  operational  restrictions  which  are 
discussed  in  a  later  section. 

Several  U.S.  bank  holding  companies  have  Mexican 
nonbanking  affiliates  which  participate  in  leasing  and 
other  permitted  financial  activities.  More  than  30  U.S. 
banks  maintain  representative  offices  in  Mexico.  Those 
offices  act  as  credit  intermediaries  between  the  parent 
lending  bank  and  Mexican  entities.  They  may  not  book 
loans  or  involve  themselves  in  deposit-related  activities, 
either  directly  or  indirectly. 

Approximately  two  dozen  U.S.  banks  stated  on  the 
survey  conducted  for  this  study  that  they  would  be 
interested  in  establishing  branch  operations  in  Mexico,  if 
it  were  possible.  Mexico's  proximity,  vast  energy  resour- 
ces, and  development  potential  make  it  an  attractive 
market  tor  U.S.  banks.  By  the  end  of  1 978,  US.  banks  had 
over  $1 0  billion  in  claims  on  Mexico,  If  Mexico  permitted 
foreign  branches,  U,S,  banks  believe  they  could  better 
serve  Mexican  international  financial  requirements  and 
could  develop  US,  retail  bank  operations  in  the  Mexican 
domestic  market. 

In  December  1978,  Mexico  revised  its  general  law 
covering  credit  institutions  to  authorize  the  Ministry  of 
Finance  to  approve  the  establishment  of  offshore  banking 
facilities  by  Mexican  and  foreign  banks.  The  law 
stipulates  that  offshore  facilities  may  not  conduct 
business  with  Mexican  entities,  but  they  may  accept 
deposits  from  foreigners  and  make  loans  to  nonresidents. 
To  date,  regulations  to  permit  the  formation  of  such 
entities  have  not  been  issued,  and  no  banks  have  been 
approved  to  operate  offshore  facilities. 

Treatment  of  Foreign  Banks  in  Mexico 

Since  the  1 930's,  the  barriers  to  new  foreign  bank  entry 
through  full-service  branches  or  through  subsidiary  or 
affiliate  relationships  with  Mexican  banks  have  been  part 
of  Mexican  foreign  investment  policy  This  policy  includes 
prohibitions    on    both    foreign    investment    in    existing 
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Mexican  banks,  and  establishment  of  foreign  wfiolly- 
owned  subsidiary  banks. 

The  continuation  of  this  policy  is  based  on  the  Mexican 
belief  that  foreign  bank  operations  in  Mexico  might 
threaten  development  of  an  indigenous  and  independent 
banking  system.  Banks  from  the  United  States  are 
perceived  as  posing  the  most  imminent  danger,  because 
the  U.S.  banking  system  is  both  so  highly  developed  and 
so  close  to  Mexico.  If  Mexico  permitted  foreign  branch 
entry,  U.S.  banks  could  simply  extend  their  U.S.  opera- 
tions across  the  border.  Mexicans  may  be  concerned  that 
such  a  development  could  prove  harmful  to  the  domestic 
banking  system  in  two  ways.  First,  large  and  efficient  U.S. 
banks  might  overwhelm  the  much  smaller  and  less 
sophisticated  Mexican  banks.  Second,  the  Mexican 
financial  system  might  become  a  satellite  of  the  US. 
financial  system. 

Articles  3  (bis)  and  6  of  the  Ley  General  de  Instituci- 
ones  de  Credito  y  Organizaciones  Auxiliares,  as 
amended,  limits  foreign  bank  entry  into  Mexican  full- 
service  banking  and,  explicitly  sets  out  the  activities 
foreign  banks  are  permitted  to  undertake  in  approved 
representative  offices.  Representative  officies  may  not 
book  loans  nor  engage  directly  or  indirectly  in  any  deposit 
activity  in  the  country,  nor  may  they  offer  information 
regarding  deposit  services.  These  restrictions  severely 
limit  the  potential  market  share  for  foreign  banks  in 
Mexico. 

As  noted  above.  Citibank,  the  only  grandfathered, 
foreign-owned  bank  in  the  country,  continues  to  operate 
although  it  is  constrained  by  Ministry  of  Finance  policy 
from  opening  new  offices  or  becoming  a  multiple  service 
bank.  Citibank  must  continue  operating  as  a  specialized 
deposit  bank  and  this  limits  its  competitiveness  vis-a-vis 
ma|or  Mexican  banks  which  have  become  multiple 
service  banks.  Moreover,  restricting  Citibank  to  its 
existing  five  branches  in  Mexico  City  is  particularly 
significant  because  the  government's  decentralization 
policy  encourages  government  and  industry  to  operate 
outside  the  Mexico  City  metropolitan  area,  and  the 
multiple  service  banks  maintain  nationwide  branch  net- 
works. 


Multiple  service  banks  offer  the  full  array  of  Mexican 
deposit-taking  instruments,  as  well  as  longer  term 
lending,  mortgage  financing,  and  trust  services.  The  U.S. 
bank  is  confined  to  loans  of  180  days  or  less  and  sight 
(demand)  deposits  which,  as  of  December  1978, 
accounted  for  a  little  less  than  one-third  of  the  deposits 
generated  by  Mexican  banking  institutions. 

Certain  operating  costs  are  also  greater  for  a  deposit 
bank  than  for  a  multiple  service  bank.  Sight  deposits 
generated  in  Mexico  City,  the  only  deposit  source  for 
Citibank  in  Mexico,  are  subject  to  a  54  percent  reserve 
requirement.  By  comparison,  multiple  service  banks  are 
subject  to  a  37.5  percent  reserve  requirement  on  sight 
deposits 

Further,  deposit  banks  must  invest  21  percent  of  their 
Mexico  City-generated  sight  deposits  in  obligatory 
investments,  which,  combined  with  the  required  reserves, 
leaves  only  25  percent  of  such  deposits  available  for 
lending.  Multiple  service  banks  are  subject  to  obligatory 
credit  guidelines  for  31 .8  percent  of  their  sight  deposits, 
which  leaves  them  30.7  percent  for  other  lending.  The 
higher  reserve  requirements  combined  with  the  obligato- 
ry credit  guidelines  reduce  the  competitiveness  and  raise 
the  costs  of  operations  for  deposit  banks,  including 
Citibank,  compared  to  multiple  service  banks. 

Summary  Assessment 

Competitive  opportunities  for  new  U.S.  and  other  foreign 
banks  do  not  exist  because  of  a  long-standing  prohibition 
against  foreign  bank  branching,  establishment  of  subsi- 
diary banks  or  acquisition  of  shares  in  existing  Mexican 
banks.  Competitive  opportunities  for  the  only  foreign  bank 
in  Mexico  are  restrained  by  official  policies  prohibiting  any 
expansion  of  its  offices  and  confining  it  to  deposit  bank 
activity  in  an  increasingly  competitive  multiple  service 
banking  structure.  Other  than  the  recently  legislated,  but 
not  yet  implemented,  authorization  of  offshore  banking, 
there  is  presently  no  indication  that  treatment  of  foreign 
banks  by  Mexican  authorities  will  be  liberalized. 
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22.  The  Netherlands 


The  Domestic  Banking  System 

The  three  most  significant  types  of  depository  institutions 
in  the  Netherlands  are  commercial  banks,  savings  banks, 
and  agricultural  credit  banks,  also  known  as  Rabobanks 
or  agricultural  cooperative  banks  The  last  two  types  of 
institutions  are  permitted  to  distribute  profits  only  for 
charitable  purposes  and  pay  taxes  at  a  lower  rate  than 
commercial  banks.  The  three  types  of  institutions 
traditionally  served  different  markets.  Commercial  banks 
served  industry,  Rabobanks  provided  agricultural  credit, 
and  savings  banks  promoted  personal  savings,  holding 
much  of  their  assets  in  long-term  loans.  Over  the  years, 
however,  as  in  many  other  countries,  the  distinctions 
between  the  types  of  institutions  have  become  blurred, 
and  all  have  become  involved  in  general  retail  banking. 

Commercial  banks  hold  more  than  twice  the  assets  of 
Rabobanks  and  five  time  the  assets  of  savings  banks. 
Table  22.1  presents  figures  on  the  relative  size  of  the 
three  major  types  of  depository  institutions.  Depository 
institutions  as  a  whole  hold  less  than  half  of  the  total 
claims  on  the  nonfinancial  sector  of  the  Dutch  economy. 
The  remaining  claims  are  in  the  hands  of  institutions  such 
as  mortgage  banks,  insurance  companies  and  pension 
funds.  A  third  of  commercial  banks'  assets,  however,  are 
loans  to  the  financial  sector 

Seventy-one  commercial  banks,  including  foreign 
bank  branches,  subsidiaries  and  affiliates,  operate  in  the 
Netherlands.  The  three  largest  banks  hold  over  60 
percent  of  the  domestic  assets  of  all  commercial  banks, 
including  the  Netherlands  assets  of  foreign  banks,  and 
have  around  2,000  branches,  about  80  percent  of  all 
branches  of  commercial  banks.  Of  the  71  established 
banks,  31  are  foreign,  operating  through  branches  or 
subsidiaries. 

Table  22.1 

Assets  of  Depository  Institutions 
in  the  Netherlands,  1978 

(U.S.  dollars  in  millions)* 

Commercial  Banks $  102.885 

Agricultural  Credit  Institutions 35,928 

General  Savings  Banks 1 0,006 


Commercial  banks  in  the  Netherlands  can  participate 
in  all  the  normal  banking  activities,  including  all  of  those 
permitted  in  the  U.S.  They  can  also  underwrite  stocks 
and  bonds  and  act  as  stockbrokers.  In  fact,  in  the 
Netherlands,  banks  dominate  the  stock  exchange.  They 
are  permitted  to  own  equities  for  their  own  portfolios,  but 
may  hold  no  more  than  5  percent  of  the  stock  of  any  one 
company  without  special  permission.  The  large  banks 
also  participate  in  the  Eurocurrency  and  Eurobond 
markets. 

U.S.  Banks  in  the  Netherlands 

Foreign  banks  in  the  Netherlands  have  generally  avoided 
retail  banking,  largely  because  an  extensive  branch 
network  would  be  required  to  break  into  the  market.  The 
main  exception  is  Banque  de  Paris  et  des  Pays-Bas, 
which  has  a  long  history  of  banking  in  the  Netherlands. 
Nine  U.S.  organizations  have  some  form  of  banking 
presence  in  the  country;  they  are  located  principally  in 
Amsterdam. 

Four  U.S.  banks  operate  seven  branch  offices  in  the 
Netherlands.  At  the  end  of  1 977,  U.S.  branches  held  about 
$300  million  in  assets,  less  than  half  of  1  percent  of 
domestic  banking  assets.'  Nonetheless,  foreign  banks, 
and  U.S.  banks  in  particular,  have  been  credited  by  the 
Dutch  with  increasing  the  competitiveness  of  their 
banking  system.  Five  U.S.  banks  have  established 
representative  offices  in  the  Netherlands,  and  a  U.S.  firm, 
Mid-American  Credit  Corporation,^'  recently  established  a 
subsidiary  bank. 

Four  US  banking  organizations  have  equity  participa- 
tions in  Dutch  banks.  One  holds  a  substantial  portion, 
nearly  one-third  ownership,  in  the  fourth  largest  Dutch 
commercial  bank,  and  another  holds  a  lesser  interest  in 
the  fifth  largest.-'  The  two  other  U.S.  bank  holdings,  both 
recently  acquired,  are  in  smaller  banks,  one  of  which  is 
principally  engaged  in  investment  banking.  Some  U.S. 


*  Converted  at  1  969  guilders  per  dollar.  Conversion  figure  from  IMF. 
International  Financial  Statistics.  June  1 979. 

SOURCE:  De  Nederlandsche  Bank,  N  V  .  Quarterly  Statistics.  3/79,  »4 


'Tfiat  deposit  figure  does  not  include  assets  of  a  branch  of  American 
Express  International  Banking  Corp.  Also,  two  additional  U.S.  brandies 
and  a  subsidiary  tiave  been  established  since  the  end  of  1977 

^That  company  engages  principally  in  the  financing  of  U  S.  exports. 

^For  purposes  of  determining  these  rankings,  the  Cenlrale  Rabobank 
has  been  excluded.  That  bank's  principal  role  is  as  a  central  institution 
for  the  Rabobanks  It  manages  temporary  surplus  funds  of  those 
institutions  and  supervises  its  members'  liquidity  and  solvency,  under 
delegated  authority  from  the  central  bank. 
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bank  holding  companies  have  finance  or  leasing 
company  subsidiaries  in  the  Netherlands,  including  two 
holding  companies  that  are  not  otherwise  represented 
there. 

Treatment  of  Foreign  Banks  in  the 
Netherlands 

In  the  Netherlands,  foreign  banks  are  subject  to  the  same 
laws  and  regulations  as  domestic  banks.  The  Neder- 
landsche  Bank,  the  Dutch  central  bank,  must  approve  all 
bank  openings  in  the  Netherlands,  including  the  estab- 
lishment of  foreign  bank  branches.  Establishment  of  a 
branch  requires  a  minimum  level  df  capital  and  compe- 
tent and  trustworthy  management.  Entry  by  branches  or 
subsidiaries  of  non-EEC  banks  may  be  refused  or 
granted  conditionally,  on  the  grounds  of  reciprocity.  That 
does  not  appear  to  have  presented  problems  for  U.S. 
institutions.^  As  a  practical  matter,  barriers  to  initial  entry 
have  not,  to  date,  been  substantial.  In  fact,  Dutch  policy 
with  regard  to  foreign  bank  entry  has  been  quite  liberal. 

From  1 963  to  1 978,  the  number  of  foreign  banks  in  the 
Netherlands  grew  from  seven  to  31 .  Although  the  number 
of  foreign  banks  entering  the  Netherlands  in  the  last  few 
years  has  been  modest  compared  to  the  late  1 960's  and 
early  1970's,  new  banks  are  still  being  established  there. 
In  1 978,  for  example,  one  U.S.  banking  subsidiary  and  one 
Spanish  bank  opened  offices  in  Amsterdam.  It  seems 
likely  that  the  slowdown  in  foreign  entry  is  the  natural 
result  of  the  fact  that  many  large  banks  have  already 
established  themselves  in  the  market  rather  than 
increasing  obstacles  to  entry. 

Banks  in  the  Netherlands  are  subject  to  a  number  of 
regulations,  some  of  which  might  influence  the  competi- 
tive balance  between  foreign  and  domestic  banks.  For 
example,  there  are  no  limits  on  branching  in  the 
Netherlands,  but  expansion  by  merger  or  acquisition  is 
regulated.  Permission  for  any  merger  or  change  in 
ownership,  including  any  interest  of  more  than  5  percent, 
must  be  obtained  from  the  Minister  of  Finance.  Permis- 
sion may  be  refused  if  the  central  bank  determines  that 
the  change  is  counter  to  sound  banking  policy,  or  if  the 
Finance  Ministry  or  central  bank  determines  that  it  would 
lead  to  undesirable  developments  in  the  banking  industry 
Those  rules  could  be  used  to  limit  foreign  banks' 
acquisition  of  shares  in  Dutch  banks.  The  guidelines 
utilized  have  to  date  been  applied  on  an  ad  hoc  basis  and 
have  varied  depending  on  circumstances.  One  U.S.  bank 
noted  a  policy  apparently  limiting  foreign  bank  acquisition 
of  existing  banks'  shares  to  33  percent,  while  another 
indicated  a  49  percent  limit.  In  at  least  one  case,  a  U.S. 


bank  was  initially  limited  to  a  smaller  equity  position  than 
desired,  and  then  the  amount  of  equity  acquired  was 
permitted  to  increase  by  stages  over  several  years. 
Although  equity  participation  has  been  permitted,  even  in 
large  banks,  the  policy  has  increased  foreign  banks' 
uncertainty  about  the  total  eventual  equity  position,  and 
has  evidently  had  some  restraining  effect. 

All  banks  must  obey  strict  and  complicated  liquidity  and 
solvency  rules.  They  make  monthly  reports  to  the 
Netherlandsche  Bank.  The  central  bank  also  has 
imposed  credit  restraints  in  an  effort  to  control  inflation. 
Although  those  requirements  are  cumbersome,  they  do 
not  appear  to  discriminate  against  foreign  banks.  Banks 
are  also  subject  to  a  lending  limit,  equal  to  25  percent  of 
capital,  to  any  one  creditor.  For  foreign  branches,  the 
capital  of  the  parent  is  used  to  calculate  the  branch 
tending  limit.  Because  most  of  those  parent  companies 
are  very  large,  foreign  branches  tend  to  have  large 
lending  limits.  Before  June  1 ,  1979,  capital  inflows  were 
controlled  by  limiting  the  margin  by  which  banks'  external 
liabilities  may  exceed  their  assets  to  no  more  than  5 
million  guilders.  Some  U.S.  banks  felt  constrained  by  that 
rule  because  they  did  not  have  large  Dutch  deposit  bases. 
On  June  1 , 1 979,  however,  that  limit  was  raised  and  made 
more  flexible.  New  commercial  banks  are  now  permitted 
net  external  liabilities  of  at  least  20  million  guilders  (about 
$10  million). 

Generally,  U.S,  institutions  with  a  banking  presence  in 
the  Netherlands  find  business  conditions  favorable, 
although  some  rate  them  only  fair  or  even  difficult.  Many 
banks  complain  about  the  solvency  and  liquidity  rules,  but 
none  suggest  that  they  are  applied  discriminatorily  or  that 
they  place  foreign  banks  at  a  competitive  disadvantage. 
Some  banks  objected  to  the  credit  restraint  program,  and 
one  suggested  that  the  method  the  central  bank  used  to 
calculate  the  permissible  increase  in  lending  did  place 
foreign  banks  at  a  competitive  disadvantage.  Another 
source,  however,  indicates  that  the  large  Dutch  banks  are 
allowed  a  lower  rate  of  growth  credit  than  other  banks. 
That  permits  the  foreign  subsidiaries  and  branches, 
which  are  not  among  the  largest  participants  in  the 
Netherlands  market,  more  room  for  expansion.^ 

Summary  Assessment 

Overall,  it  would  seem  that  US,  banks  in  the  Netherlands 
receive  equitable  treatment  and  that  bank  regulation  in 
the  Netherlands  does  not  impose  any  significant 
disadvantages  on  foreign  banks.  The  one  possible 
exception  relates  to  the  acquisition  of  Dutch  banks.  Some 
US  banks  felt  that  their  attempts  to  acquire  large  shares 
of  Dutch  banks  met  with  official  disapproval  because  they 
were  foreign. 


'in   a    letter   responding   to   the   Comptroller   of   the   Currency,   the 
Nederlandsche  Banl<  noted: 

In  view  of  the  desired  improvement  in  reciprocity  and  the  large 
freedom  afforded  U  S  banks  to  establish  branches  in  EEC 
countries,  we  strongly  sympathize  with  the  view  that  the  McFadden 
Act  should  be  reviewed  at  short  notice 


'See  J  P  Matthi|sse,  "Dutch  Banks  Penetrate  Retail  tvlarket," /Amencan 
Banker.  IVIay  31 ,  1 979,  p  24  This  view  was  supported  by  comment  from 
the  Dutch  central  bank,  which  noted  that  in  practice  the  application  of 
credit  growth  limitations  actually  favors  foreign  banks. 


23.  Nigeria 


The  Domestic  Banking  System 

The  Nigerian  banking  system,  which  has  experienced 
a  major  expansion  during  the  past  5  years,  presently 
includes  1 5  commercial  banks  which  had  total  assets  of 
$13,6  billion  as  of  June  1978;  six  merchant  banks,  with 
total  assets  of  $600  million;  and  a  number  of  government 
institutions  including  federal  and  state  development 
banks  and  a  Federal  Savings  Bank  Most  of  the  largest 
commercial  and  merchant  banks  are  joint  ventures 
between  foreign  banks  and  Nigerian  interests,  both  public 
and  private,  with  foreign  ownership  limited  by  law  to  40 
percent.  Three  large  banks  with  British,  US.  and  French 
participation  dominate  the  banking  sector,  concentrating 
their  business  in  the  principal  commercial  centers  and  in 
large  international  companies.  In  recent  years,  however, 
they  have  come  under  pressure  to  branch  out  into  the 
provinces  and  to  extend  services  to  smaller  local 
businesses 

All  banks  operating  in  Nigeria  are  equally  subject  to 
a  system  of  comprehensive  controls  and  regulations 
administered  by  the  Central  Bank  and,  in  some  cases,  by 
the  Federal  Ministry  of  Finance.  The  present  system  of 
controls  originated  with  the  first  Banking  Ordinance  of 
1952  which  established  licensing,  minimum  capitaliza- 
tion, liquidity  ratios  and  reserve  requirements,  as  well  as 
bank  supervision.  Since  then,  and  particularly  during  the 
last  decade,  that  system  has  been  significantly  expanded 
and  tightened  to  incorporate  many  direct  and  quantitative 
controls  over  credit  allocation,  credit  creation  and  interest 
rates.  At  the  same  time,  foreign  ownership  of  banks  has 
been  greatly  reduced  to  give  way  to  direct  governmental 
participation.  All  those  measures  have  been  |ustified  as 
necessary  to  change  the  former  colonial  nature  of  the 
banking  industry  and  to  make  it  more  responsive  to  the 
needs  of  Nigerian  society  and  the  economy. 

In  1 969,  the  government  introduced  allocation  of  credit. 
At  the  beginning  of  each  fiscal  year,  minimum  limits  for 
credit  to  be  provided  to  the  "productive"  sectors,  such  as 
manufacturing,  agriculture,  housing  and  construction  are 
set  Failure  to  reach  the  target  is  penalized  by  requiring 
interest-free  deposits  at  the  Central  Bank  in  amounts 
equivalent  to  the  shortfall,  and  by  a  separate  penalty  fee 
for  any  credit  in  excess  of  the  maximum  permissible  for 
the  less  preferred  sectors.  Each  year  a  target  is  also  set 
for  the  minimum  credit  to  be  provided  by  the  banks  to 
Nigerian  citizens  and  companies.  That  target  is  ex- 
pressed as  a  percentage  of  total  credit  and  was,  for  fiscal 
1978-1979,  60  percent.  The  required  minimum  credit 


targets  for  "productive"  sectors  and  for  Nigerian  citizens 
have  been  raised  steadily  in  the  last  few  years. 

In  its  fight  against  inflation,  the  government  likewise 
tends  to  rely  on  direct  quantitative  controls  over  credit 
expansion.  Each  year,  it  establishes  a  ceiling  on  the  total 
amount  of  credit  that  banks  can  provide,  with  severe 
penalties  for  noncompliance.  The  banks  are  also  required 
to  place  a  significant  proportion  of  their  savings  deposits 
in  low-yielding  government  "stabilization  securities"  in 
order  to  mop  up  excess  liquidity,  although  the  Nigerian 
government  has  recently  indicated  its  intent  to  gradually 
phase  out  this  requirement.  To  discourage  unnecessary 
imports  and  conspicuous  consumption  the  government 
also  requires  banks  to  collect,  for  transfer  to  the  Central 
Bank,  deposits  equivalent  to  the  entire  amount  of  letters  of 
credit  for  all  non-essential  imports. 

The  Central  Bank  fixes  savings,  time  deposit,  and 
lending  rates  that  tend  to  favor  borrowers  in  the  preferred 
sectors.  Those  rates  usually  fail  to  provide  adequate 
incentives  for  savings,  but  allow  reasonable  interest 
margins  for  the  banks.  The  principal  source  of  profit  for 
banks,  however,  are  the  fees  which  they  are  permitted  to 
charge  clients  for  services  performed.  Despite  extensive 
governmental  controls  and  occasional  pressures  for 
economically  doubtful  credits,  the  banking  business  in 
the  rapidly  growing  and  dynamic  Nigerian  market  is  quite 
profitable 

U.S.  Banks  in  Nigeria 

U.S.  bank  participation  in  Nigerian  commercial  banking  is 
quite  limited.  Bank  of  America  has  operated  there  since 
1960.  In  1974,  its  operations  converted  to  a  locally 
incorporated  subsidiary,  the  Savannah  Bank  of  Nigeria,  in 
which  It  now  holds  the  maximum  permissible  40  percent 
interest.  Citibank,  which  had  a  branch  in  Nigeria,  closed  it 
rather  than  share  ownership  with  the  government. 
Bankers  Trust,  the  only  U.S.  bank  with  a  representative 
office  in  Nigeria,  also  has  a  minority  interest  in  one  of  the 
big  three  commercial  banks,'  as  well  as  a  merchant  bank 
affiliate.  Other  U.S.  bank  interests  are  limited  to  merchant 
banking.  Several  merchant  bank  affiliates  were  estab- 
lished in  the  early  1970's.  The  maximum  40  percent 
interests  are  held  in  affiliates  established  by  First  National 
Bank  of  Chicago,  Chase  Manhattan  and  First  National 


'  Criase  Manhattan,  which  formerly  had  a  branch  in  Nigeria,  reportedly 
has  a  small  interest  in  another  of  the  big  three 


Bank  of  Boston,  which  recently  gamed  approval  for  a  |Oint 
venture  with  60  percent  private  Nigerian  ownership.  Other 
U.S.  banks,  particularly  Morgan  Guaranty,  have  lesser 
minority  interests  in  the  largest  local  merchant  bank. 

Under  the  Banking  Decree  of  1969,  merchant  banks 
are  prohibited  from  offering  regular  checking  and  savings 
accounts  to  the  Nigerian  public.  That  forces  them  to  rely 
on  borrowings  from  commercial  banks  and  insurance 
companies.  Since  1977,  merchant  banks  have  been  also 
prohibited  from  providing  foreign  exchange  contracts, 
US,  and  other  foreign  banks  have  chosen  to  participate 
in  merchant  banking  both  because  of  the  desire  of  the 
Nigerian  government  to  see  |oint  venture  banks  devoting 
more  of  their  resources  to  long  term  pro|ect  lending,  and 
because  of  some  expatriate  bankers'  reluctance  to 
operate  retail  commercial  banking  in  the  not  yet  fully 
mature  Nigerian  market.  Although  generally  focusing  on 
wholesale  banking,  some  merchant  banks  apparently 
have  a  substantial  proportion  of  their  business  in  short 
term  trade  credits. 

Treatment  of  Foreign  Banks  in  Nigeria 

Recent  acquisitions  by  the  federal  government  of  maprity 
ownership  in  former  foreign  bank  operations  was  officially 
presented  as  a  policy  of  indigenization,  rather  than  of 
nationalization.  That  policy  was  initiated  in  1968  with  the 
publication  of  the  Companies  Decree,  requiring  all 
companies  operating  in  Nigeria  to  register  as  Nigerian 
entities.  The  first  equity  transfer  in  the  banking  sector, 
however,  did  not  take  place  until  1973.  when  the  federal 
government  acquired  40  percent  ownership  in  the  three 
largest  expatriate  banks— Barclay's  Bank  of  Nigeria,-^ 
Standard  Bank  of  Nigeria,'  and  the  United  Bank  for  Africa. 
Later,  this  policy  was  intensified  and  extended  to  all 
foreign  banks  by  the  Promotion  Decree  of  1977  which 
limited  foreign  participation  in  any  banking  enterprise  to 
40  percent.  In  most  instances  the  federal  government 
took  all  of  the  remaining  60  percent,  although  in  some 
cases  it  allowed  private  Nigerian  interests  to  acquire  a 
minority  interest.  Acting  through  the  Ministry  of  Finance 
Inc.,  an  agency  of  the  Federal  Ministry  of  Finance,  the 
government  appoints  chairmen  and  directors  to  the 
boards  of  joint  venture  banks.  The  government's  recent 
approval  of  the  merchant  bank  established  by  First 
National  Bank  of  Boston  and  private  Nigerian  parties 
represents  a  departure  from  its  previous  policy  of 
requiring  government  participation. 


'Barclay's  interest  was  recently  sold  down  to  20  percent  and  the  name 
was  changed  to  Union  Bant<  of  Nigeria 

'Now  operating  under  the  name  First  Bank  of  Nigeria 


According  to  bankers  with  experience  in  Nigeria,  the 
Ministry  of  Finance  has  been  quite  scrupulous  in  trying  to 
limit  the  role  of  its  appointed  representatives  in  the  joint 
venture  banks  to  general  policy  guidance,  and  has 
avoided  undue  interference  with  operational  manage- 
ment of  banks.  Both  U.S.  and  other  foreign  bankers 
appear  to  be  generally  satisfied  with  their  relations  with 
the  authorities.  Although  some  indigenous  banks  may 
occasionally  enjoy  the  advantage  of  closer  personal 
relations  with  some  governmental  departments,  joint 
venture  banks  often  have  the  advantage  of  greater 
experience,  efficiency  and,  therefore,  profitability,  espe- 
cially in  the  international  and  foreign  exchange  business. 

Among  the  more  frequently  voiced  complaints  by 
foreign  bankers  in  Nigeria  are  the  official  pressures  to 
branch  more  widely  and  faster  into  the  outlying  provinces 
than  they  believe  to  be  economically  prudent.  Also,  there 
IS  pressure  as  a  result  of  the  credit  allocation  rules  to 
undertake  economically  doubtful  ventures  not  totally 
appropriate  for  the  banks.  Some  concern  has  been 
expressed  about  the  time  and  effort  required  for 
processing  applications  for  entry.  Frequent  changes  in 
regulations,  which  are  often  retroactive,  likewise  add  to 
the  difficultires  faced  by  foreign  bankers.  All  such 
pressures  tend  to  increase  the  already  high  costs  of 
operating  in  Nigeria.  Those  factors  apply  equally  to  all 
banks  in  Nigeria.  U.S.  affiliate  merchant  banking  business 
has  been  adversely  affected  by  restrictions  imposed  on 
their  authority,  in  1 977,  to  deal  in  foreign  exchange.  Lack 
of  access  to  government  deposits  and  subsidized  funds 
for  export  financing  were  also  cited  as  restraining  factors, 
but  neither  was  regarded  as  highly  significant.  Some 
bankers  feel  that  their  operational  efficiency  is  being 
reduced  by  pressures  to  replace  their  more  experienced 
expatriate  staff  with  indigenous  personnel  faster  than  is 
prudently  possible.  These  pressures  are  worse  when 
viewed  against  the  background  of  the  already  serious 
shortage  of  qualified  Nigerian  staff  that  has  resulted  from 
the  tremendous  expansion  of  banking  in  Nigeria  in  recent 
years. 

Summary  Assessment 

U.S.  and  other  foreign  banks  are  denied  the  opportunity 
to  compete  in  Nigeria  through  direct  branches  or 
subsidiaries.  Previously  existing  foreign-controlled  oper- 
ations were  cut  back  under  the  government's  deliberate 
indigenization  policy.  Affiliate  operations  are  treated 
equally  vis-a-vis  wholly  indigenous  banks  and,  although 
some  requirements  are  burdensome,  they  have  equival- 
ent operational  freedom  and  competitive  opportunity. 
One  exception  might  be  the  slowness  of  governmental 
approval  of  new  foreign  entry  into  the  market. 
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24.  Spain 


The  Domestic  Banking  System 

Banking  in  Spam  is  less  modern,  less  efficient  and  less 
competitive  than  in  other  Western  European  countnes^  It 
is  generally  characterized  by  high  costs,  and  is  dominated 
by  a  group  of  large  and  politically  powerful  institutions 
Spanish  banks  generally  have  been  hostile  to  foreign 
competition  In  recent  years,  however,  the  government 
and  the  monetary  authorities  have  started  moving  toward 
a  more  liberal  and  modern  banking  system  and  toward  the 
establishment  of  an  efficient  capital  market^  The  issu- 
ance, last  year,  of  Royal  Decree  No.  1388,  which 
authorized  and  provided  for  regulation  of  foreign  banks  in 
Spain  was  a  ma|or  move  in  that  direction. 

There  are  three  types  of  banks  in  Spam:  private  banks, 
savings  banks  and  official  credit  institutions.  The  private 
banking  sector,  which  consists  of  joint  stock  companies, 
includes  81  commercial  and  24  industrial  banks. 
Commercial  banks  were  originally  limited  to  short  term 
lending  while  industrial  banks  specialized  in  medium  and 
long  term  lending,  not  unlike  merchant  banks  At  present, 
however,  commercial  banks  are  permitted  to  make  long 
term  loans,  receive  time  deposits,  and  issue  bonds  and 
certificates— activities  formerly  exclusively  allowed  to 
industrial  banks.  Commercial  banks  are  also  further 
classified  and  controlled  according  to  whether  they  are 
national,  regional  or  local  Commercial  and  industrial 
banks  account  for  55  percent  and  1 0  percent,  respective- 
ly, of  total  private  loans  and  investments  in  Spain.  They 
hold  53  percent  and  5  percent,  respectively,  of  total 
deposits 

There  are  84  government-owned  savings  banks,  which 
are  relatively  small  and  originally  were  located  predomi- 
nantly m  the  rural  areas  avoided  by  commercial  and 
industrial  banks.  In  spite  of  its  ownership,  the  government 
does  not  actively  participate  in  control  or  administration  of 
the  savings  banks.  Those  banks  once  lent  primarily  to  the 
building  and  housing  sectors.  Recently,  however,  they 
have  broadened  their  financial  activities  beyond  mort- 
gages and  have  established  many  branches  in  more 
industrialized  areas  where  they  are  competing  effectively 
with  the  private  commercial  banks.  Their  deposit  share 
has  grown  to  approximately  one-third  of  the  banking 
system  s  total  deposits. 

The  official  credit  institutions,  which  receive  most  of 
their  funds  from  the  government,  specialize  in  lending  to 
various  sectors  involved  m  economic  development,  such 
as  shipbuilding,  housing,  construction,  agriculture,  etc. 

Those  loans  account  for  9  percent  of  the  banking 
system's  total  loans  and  investments  to  the  private  sector. 


Table  24.1    shows  the  assets  of  the  major  Spanish 
financial  institutions. 

Table  24.1 

Assets  of  Classes  of  Spanisfi  Banks, 
December  30.  1978 

(U.S.  dollars  in  billions) 


Commercial  banks: 

National $  67.4 

Regional 

Local 

Foreign 

Industrial  banks  1 4.8 

Government  institutions: 

Savings  banks 43.4 

Credit  institutions 15.1 

Total $159.7 


Percent 

Amount 

of  total 

$   67.4 

42.2 

8.0 

5.0 

9.8 

6.1 

1.2 

0.8 

9.3 


27.2 
9.5 

100.0 


In  recent  years,  a  tight  monetary  policy,  encourage- 
ment from  the  government,  and  anticipation  of  intensified 
competition  after  Spam  entered  the  European  Common 
Market  have  led  banking  interests  to  merge  and 
consolidate.'  thus  reinforcing  the  dominance  of  the  major 
banks,  the  "big  seven."  which  control  almost  65  percent 
of  total  commercial  bank  deposits.  Further,  through  a 
rather  amorphous  system  of  interlocking  family  and 
business  relationships,  these  same  large  banks  effective- 
ly control  more  than  40  percent  of  the  largest  industrial 
organizations  in  Spain. 

In  the  late  1950's  and  m  the  1960's  the  Spanish 
economy  was  opened  to  foreign  investment.  No  new 
branches  or  subsidiaries  of  foreign  banks  were  permit- 
ted,-' but  representative  offices  were  allowed.  Presently 
there  are  about  50  representative  offices  in  Spain, 
representing  most  of  the  major  international  banks. 


'  The  Financial  Times.  December  13,  1978.  p  20;  and  The  Journal  ol 
Commerce.  November  10.  1978 

^  The  la w  permitted  foreign  banks  to  own  up  to  50  percent  of  thie  equity  in 
a  Spanisfi  bank,  but  approval  from  the  authorities  was  difficult  to  obtain 
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Between  1 936,  the  beginning  of  the  Civil  War,  and  1 979. 
only  tour  foreign  banks,  all  European,  had  direct  banking 
operations  in  Spain, ^  although  others  operated  through 
affiliates.'  The  foreign  branches  are  small  in  size  and  have 
had  little  impact  on  the  financial  market.  Their  peseta 
assets  total  $1.2  billion,  about  the  amount  held  by  an 
average  regional  bank,  and  their  peseta  deposits 
represent  less  than  1  percent  of  total  domestic  deposits. 
By  comparison,  all  private  banks  in  Spam  together  hold 
$101.3  billion  in  peseta  assets. 

In  an  attempt  to  liberalize  the  financial  system  and 
introduce  modern  banking  techniques,  in  1978  the  gov- 
ernment authorized  new  foreign  bank  operations  in  Spam 
for  the  first  time  in  40  years.  That  change  was  opposed  by 
most  Spanish  banks  although  the  largest  banks,  which 
recently  have  been  expanding  internationally,  had  an 
interest  in  liberalization  because  of  reciprocity  require- 
ments imposed  by  other  countries. 

The  new  law,  enacted  in  mid-1978,  provides  a  set  of 
overall  guidelines  and  restrictions  on  the  incorporation 
and  operations  of  foreign  banks.  During  1 979,  21  foreign 
banks  were  given  permission  to  establish  branches  m 
Spam.  Ten  banks  were  allowed  to  open  immediately,  five 
will  be  allowed  to  begin  operations  after  March  1980, 
four  will  begin  operations  m  September  1980,  and  two 
more  in  January  1981  ,- 

U.S.  Banks  in  Spain 

Until  mid-1979,  U.S.  commercial  banking  presence  in 
Spam  was  limited  to  about  1 5  representative  offices  and 
to  one  bank's  equity  interest  in  two  affiliates.'^  U.S.  banks' 
interest  in  entering  the  Spanish  market  has  been  evident 
for  some  time.  Among  the  18  applications  for  new 
branch  authority  by  late  1978,  half  were  filed  by  U.S. 
banks.  Four  new  U.S.  bank  branches  are  expected  to 
open  during  1979,  with  six  others  following  in  the  next 
2  years.  In  addition,  the  one  U.S.  bank  which  has  affiliates 
in  Spam  will  transform  its  commercial  bank  affiliate  into  a 
wholly-owned  subsidiary  and  sell  its  25  percent  equity  in 
the  industrial  bank  affiliate.  The  new  U.S.  entrants  are 
expected  to  concentrate  on  wholesale  banking  and  on 
servicing  the  more  than  300  U.S.  companies  operating  in 
Spam  as  well  as  other  multinational  clients. 

Four  U.S.  bank  holding  companies  have  equity  inter- 
ests in  Spanish  merchant  banks,  industrial  development 
banks  or  finance  companies,  and  there  are  several 


^Those  four  banks  kept  their  doors  open  during  and  after  tfie  Civil  War 
Citibank  witfidrew  from  Spam  the  year  the  war  started 

■■There  are  four  affiliate  banks  in  Spam  Two  are  partially  owned  by  U  S 
banks  and  the  others  are  partially  owned  by  German  and  Arab  financial 
institutions 

'■Of  the  1 0  banks  to  begin  operations  m  1 979,  four  are  from  the  US  .two 
are  British,  two  are  French  and  two  are  German.  Of  the  five  banks  to 
open  after  March  1980,  two  are  from  the  US  and  the  others  are  from 
France.  Germany  and  the  Netherlands  Of  those  opening  In  September 
1 980.  two  are  from  the  US  and  one  each  is  from  Japan  and  Italy  Both 
banks  opening  m  January  198t  are  from  the  U  S 

'The  U  S  bank  holds  50  percent  equity  in  a  commercial  bank  and  25 
percent  in  an  industrial  bank. 


nonbank  subsidiaries  of  U.S.  bank  holding  companies 
engaged  in  leasing,  factoring,  consumer  finance  and  real 
estate  activities. 


Treatment  of  Foreign  Banks  in  Spain 

Even  though  the  Spanish  authorities  have  opened  the 
country  to  new  foreign  bank  entry,  barriers  remain 
relatively  high.  Every  application  must  be  approved  by 
the  Council  of  Ministers,  and  the  new  law  imposes  three 
mapr  restrictions  which  have  the  effect  of  limiting  com- 
petitive opportunity  of  foreign  banks. 

The  first  major  restriction  limits  the  amount  of  deposits 
a  foreign  bank  can  obtain  from  Spanish  customers  to  40 
percent  of  its  portfolio  of  investments  and  loans  to 
Spanish  entities,  public  and  private.  However,  foreign 
banks  are  allowed  free  access  to  the  interbank  market. 
That  was  designed,  first,  to  induce  foreign  banks  to 
obtain  funds  from  their  head  offices  or  from  the 
Eurocurrency  market  and,  second,  to  protect  the 
domestic  business  of  Spanish  banks  by  preventing 
foreign  banks  from  competing  too  strongly  for  deposits. 
The  first  reason  is  not  very  plausible  in  the  light  of  long- 
established  exchange  controls  and  a  new,  temporary 
regulation  that  demonetizes  25  percent  of  the  proceeds  of 
new  foreign  currency  loans.  The  second  reason  also 
does  not  appear  very  meaningful.  Spanish  banks  have  a 
wide  network  of  branches  and  have  such  close  relations 
with  the  largest  Spanish  corporations  that  foreign  banks, 
under  the  best  of  circumstances,  would  have  difficulty 
capturing  significant  amounts  of  Spanish  deposits. 
Moreover,  the  money  market  has  been  very  tight  in  recent 
years,  and  the  interbank  market,  which  was  started  in  July 
1977,  is  not  very  well  developed.  Interest  rates  fluctuate 
widely  over  short  periods  of  time  and  the  larger  Spanish 
banks  are  in  a  position  to  dominate  the  market.  This  will 
probably  change,  however,  as  foreign  bank  presence 
becomes  solidly  established.  Moreover,  the  Spanish 
government  is  actively  promoting  development  of  the 
interbank  market. 

The  second  major  obstacle  which  foreign  banks  will 
encounter  is  the  extensive  branch  networks  of  Spanish 
banks.  Prior  to  the  1 978  law,  Spanish  banks  had  unlimit- 
ed branching  rights.  They  now  operate  over  7,500 
branches.  The  1978  banking  law  permits  new  foreign 
entrants  to  immediately  open  three  offices  upon  appro- 
val of  their  licenses,  whereas  new  Spanish  banks  will 
have  to  wait  4  years  to  be  able  to  open  that  number  of 
outlets.  Similarly,  foreign  banks  will  be  permitted  to  carry 
out  transactions  in  foreign  currencies  from  the  day  of 
their  establishment  whereas  new  Spanish  banks  will 
have  to  wait  5  years  for  that  authority.  While  these 
provisions  of  the  banking  reform  law  represent  an  attempt 
by  Spanish  authorities  to  foster  the  growth  of  foreign 
banking,  they  seem  somewhat  inadequate  when  viewed 
against  the  sheer  size  and  extent  of  the  entrenched 
Spanish  banking  industry. 

The  third  ma]or  limitation  prohibits  foreign  bank  equity 
participation  in  Spanish  business,  in  contrast  to  Spanish 
banks,  which  already  control  close  to  48  percent  of 
private  industry.  The  law  limits  the  investment  portfolio  of 
foreign  banks  to  holdings  of  government  securities  and 
fixed  interest  obligations. 
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The  1978  law  also  imposes  capital  requirements  and 
profit  restrictions  which  limit  easy  entry  and  which  lower 
returns. 

Branches  of  foreign  banks  must  have  capital  of  750 
million  pesetas  ($10.7  million  at  the  end  of  1978),  and 
subsidiaries  must  have  twice  that  amount.  Those  capi- 
talization requirements  have  been  criticized  by  foreign 
banks  as  being  too  high  relative  to  those  in  other 
countries,  especially  in  Europe  '  The  level  of  dividends 
and  their  repatriation  is  also  specifically  prescribed  in  the 

1978  law.  Foreign  banks'  subsidiaries  will  be  allowed  to 
distribute  dividends  at  the  same  rate  as  Spanish  banks— 
a  maximum  of  6  percent  of  capital  plus  reserves.  The 
repatriation  of  profits  will  be  governed  by  the  regulations 
that  apply  to  all  foreign  investments  in  Spain.  Branches  of 
foreign  banks  are  similarly  restricted,'' 

Several  Spanish  banking  regulations,  although  applied 
equally  to  foreign  and  local  banks,  will  have  a  restraining 
effect  on  foreign  bank  operations.  Expansion  of  foreign 
branches  is  limited  by  an  asset/capital  requirement  tied 
to  their  local  capital,  for  example.  While  this  type  of 
limitation  exists  in  many  countries,  Spanish  regulations 
require,  in  addition,  that  foreign  banks  pledge  the  entire 
resources  of  the  parent  against  branch  liabilities.' 

Additionally,  a  temporary  regulation  issued  in  early 

1 979  which  applies  to  all  banks  in  Spain,  requires  that  25 
percent  of  the  proceeds  of  foreign  currency  loans  be 
deposited,  interest-free,  with  the  Bank  of  Spain.  The 
monetary  authorities'  purpose  was  to  alleviate  inflation- 
ary pressures,  stimulate  the  local  capital  market,  and 
discourage  Spanish  dependence  on  large  scale  foreign 
borrowing.  That  measure  will  have  a  serious  impact  on 
the  operations  of  all  foreign  banks  whose  business  is 
concentrated  in  the  foreign  currency  area.  Seventy 
percent  of  foreign  currency  supplies  in  Spain  are  pro- 
vided by  foreign  banks,  mainly  through  representative 
offices.  The  regulation  is  scheduled  to  be  lifted  in  Octob- 
er 1979.  Continuation  of  it,  or  imposition  of  similar 
requirements,  would  seriously  restrain  foreign  bank  op- 
erations. 

Another  regulation  which  adversely  affects  foreign 
banks  is  the  limiting  of  loans  to  a  single  client  to  no  more 
than  2.5  percent  of  a  bank's  total  resources— /.e.,  capital 
stock,  reserves  and  deposits.  That  could  seriously  res- 
trict foreign  bank  lending  because  foreign  banks  have  a 
relatively  small  local  deposit  base  and  concentrate  on 
providing  wholesale  banking  to  a  relatively  limited 
number  of  multinational  and  U.S.  subsidiaries.  The  Span- 
ish government  recognizes  this  problem,  however,  and 
has  given  a  general  authorization  to  foreign  banks  to 
exceed  this  limit.  Furthermore,  all  banks  in  Spain  are 
required  to  match  foreign  currency  deposits  and  borrow- 
ings with  foreign  currency  loans  and  investments,  and 
lending   to  foreign  residents  in  foreign  currencies  is 


It  should  be  noled,  however,  thai  Ihe  capital  requirement  for  foreign 
branches  is  only  half  the  capital  requirement  for  new  Spanish  banks 

"Article  8  of  Royal  Decree  No  1388 

'Foreign  bankers  operating  in  Spam  have  recently  reported  indications 
that  the  Spanish  government  will  make  exceptions  in  cases  where 
asset/branch  capital  ratios  unduly  constrain  foreign  banks. 


restricted  to  no  more  than  20  percent  of  capital  and 
reserves  or  5  percent  of  total  foreign  currency  liabilities, 
whichever  is  smaller. 

Finally,  foreign  banks  operating  in  Spain  face  certain 
tax  problems.  One  of  these  arises  from  a  Spanish  corpo- 
rate income  tax  law  passed  in  December  1978  and 
will  differentially  affect  U.S.  banks  relative  to  European 
banks  as  the  latter  have  tax  treaties  with  Spain  to  avoid 
double  taxation  while  the  U.S.  does  not.  A  second 
problem  affects  all  foreign  banks  operating  in  Spam  and 
stems  from  the  Spanish  withholding  tax  on  interest 
arising  from  loans  by  foreign  institutions  {i.e.,  institutions 
located  outside  Spain)  to  Spanish  borrowers  (mostly 
corporations,  in  practice).  When  such  loans  are  deemed 
to  be  in  the  Spanish  national  interest,  up  to  95  percent  (or 
any  lesser  percentage)  tax  exemption  is  often  granted  to 
the  lender,  who  pays  the  interest.  The  real  beneficiary, 
though,  is  the  borrower,  as  his  net  interest  is  reduced 
equivalently.  Once  a  foreign  bank  has  facilities  in  Spain. 
however,  it  does  not  qualify  for  this  exemption  and  is  thus 
disadvantaged  in  competing  with  foreign  banks  outside 
Spain  in  making  such  loans.  The  government  of  Spam 
has  been  approached  on  this  matter  and  recognizes  that 
it  is  arbitrarily  discriminatory.  Some  change  is  expected, 
although  nothing  has  been  forthcoming  to  date. 

Despite  the  many  restrictions  on  foreign  banking, 
more  U.S.  banks  will  undoubtedly  seek  to  enter  the 
Spanish  financial  market.  Many  have  conducted  busi- 
ness successfully  there  through  representative  offices, 
which  appear  to  have  contributed  to  the  development  of 
the  Spanish  economy  during  the  past  25  years.  The  June 
1 978  law  allows  foreign  banks  to  hold  1 00  percent  equity 
in  credit  card  companies,  bank  data  processing  compa- 
nies, and  "other  auxiliary  services  of  the  banking  func- 
tion."  U.S.  banks  see  that  as  a  good  opportunity  to  sell 
their  money  management  services,  because  large  sav- 
ings banks  and  pension  funds  have  sizeable  amounts  of 
cash  on  hand  but  little  expertise  in  finding  profitable  and 
flexible  investment  opportunities.  Furthermore,  Spain's 
long  term  growth  potential,  its  position  as  the  world's 
tenth  largest  industrial  power,  and  the  new  economic 
opportunities  anticipated  when  it  becomes  a  member  of 
the  European  Common  Market  in  the  1980's,  make  it  an 
attractive  prospect  for  entry 

Summary  Assessment 

The  Spanish  government  has  begun  admitting  foreign 
banks  in  a  deliberate  effort  to  increase  the  competitive- 
ness and  efficiency  of  the  local  banking  system.  Foreign 
entry  is  being  phased  in  gradually  to  facilitate  adjustment 
by  local  banks,  and  several  regulatory  measures  affect- 
ing foreign  banks  reflect  that  intent.  Relatively  high 
Spanish  capital  requirements  increase  the  costs  of 
foreign  entry,  while  other  restrictions  limit  repatriation  of 
profits.  Foreign  banks  will  be  restrained  because  of 
restrictions  on  raising  local  deposits  and  because  they 
are  limited  to  three  locations. 

Several  regulations  applying  to  all  banks  in  Spain  will 
have  a  differentially  adverse  impact  on  foreign  banks 
because  of  the  nature  of  their  operations.  The  govern- 
ment is  expected  to  see  how  the  new  law  works  and  how 
Spanish  banks  adjust  before  it  considers  easing  the 
restrictions,  although  it  seems  firmly  committed  to  ad- 
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vance  steadily  in  the  direction  of  liberalization  in  spite  of  entry  fias  been  liberalized,  the  competitive  opportunity  of 

domestic  pressures  to  the  contrary.  Presently,  although  foreign  banks  in  Spam  is  limited. 
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25.  Sweden 


The  Domestic  Banking  System 

The  Swedish  banking  system  is  distinguished  from  those 
of  most  other  developed  countries  by  extensive  state 
involvement  and  a  large  degree  of  insulation  from  foreign 
influences.  The  government  either  holds  ownership  or  is 
represented  in  all  segments  of  the  banking  industry,  and 
closely  controls  and  directs  the  activities  of  all  financial 
institutions.  Exchange  control  regulations  restrict  foreign 
operations  of  Swedish  banks  as  well  as  capital  flows 
across  the  border.  Foreign  financial  institutions  are 
barred  from  conducting  banking  activities  in  Sweden 
except  through  representative  offices 

The  Swedish  financial  system  is  divided  into  three 
distinct  segments;  commercial  banks  and  other  deposit- 
taking  institutions,  investing  institutions,  and  long  term 
credit  institutions 

Deposit-taking  institutions  hold  48  percent  of  deposits 
and  other  liabilities  of  the  nonfinancial  sector  and  36 
percent  of  loans  and  other  claims  on  the  nonfinancial 
sector.' 

Commercial  banking  is  highly  concentrated  in  four 
nationwide  banks,  including  the  state-owned  PK  Bank 
Those  four  banks  hold  90  percent  of  commercial  bank 
deposits.  There  are  also  six  provincial  banks,  which  are 
strong  in  their  own  regions,  and  two  local  banks.  The 
privately  owned  commercial  banks  are  closely  con- 
trolled by  the  government,  which  may  appoint  five  direc- 
tors to  each,  although  it  normally  elects  to  appoint  only 
three  or  fewer.  The  function  of  these  appointees  is  to 
represent  the  interests  of  the  government  as  well  as 
those  of  the  consumer  sector. 

Savings  banks  are  strong  in  Sweden  There  are  about 
200  of  them  and  they  are  predominantly  local  institu- 
tions, some  of  which  have  taecome  quite  large  through 
mergers.  Savings  banks  have  diversified  beyond  their 
traditional  emphasis  on  housing  finance.  The  largest 
now  compete  for  commercial  and  industrial  loans.  Coop- 
erative banks,  formerly  known  as  agricultural  credit 
societies,  are  also  numerous.  They  are  represented  by 
over  400  local  offices  which  are  organized  into  12 
regional  banks  which,  in  turn,  are  served  by  a  central 
institution  The  cooperatives  have  widened  their  lending 
scope  since  certain  statutory  amendments  in  1969,  and 
are  growing  rapidly.  Table  25.1  indicates  market  shares 
of  the  deposit-taking  institutions. 


Table  25.1 

Percent  of  Deposits  and  Loans  Held  by 

Various  Deposit-Taking  Institutions  in  Sweden, 

Year-end  1975 


Institution  Deposits 

Big  four  commercial  banks 5^°, 

Other  commercial  banks 8 

Savings  banks 30 

Cooperative  banks 6 

Postal  Giro 5 


51°/ 

11 

31 

6 


'Figures  are  as  o(  the  end  of  1975.  from  Dimiiri  Villas  (ed.).  Banking 
Systems  Abroad.  Inler-Bank  Research  Organizalion.  London.  April 
1978.  pp  260-261 


SOURCE    Dimitri  Vittas  (ed  ),  Banking  Systems  Abroad.  Inler-Bank 
Research  Organizalion,  London,  April  1978.  pp  260-261 

Investing  institutions,  primarily  insurance  companies, 
are  very  important  in  the  financial  sector.  By  far  the 
largest  of  these  institutions  and  the  largest  financial 
institution  in  the  country  is  the  National  Pension  Insu- 
rance Fund  (NPIF).  NPIF  was  established  in  1959  and 
now  has  reserves  exceeding  the  combined  deposits  of 
the  three  largest  banks.  NPIF  is  one  of  four  government 
investing  institutions.  Although  state-owned,  each  of 
those  four  has  an  independent  legal  status  and  operates 
independently  of  the  government  and  of  each  other. 

Long  term  credit  is  provided  by  special  credit  institu- 
tions which  obtain  funds  from  the  NPIF  and  other  invest- 
ing institutions,  as  well  as  from  other  financial  institutions 
or,  in  some  cases,  through  obligatory  subscriptions  to 
their  bond  issues.  Most  special  credit  institutions  are 
either  public-private  joint  ventures  or  state-controlled 
companies  created  by  the  government  to  channel  funds 
into  priority  sectors,  particularly  housing,  shipbuilding, 
agriculture  and  export  finance,  although  they  provide 
credit  to  the  general  business  community  as  well. 

Swedish  financial  institutions  are  subject  to  a  consider- 
able degree  of  official  control  and  direction.  The  official 
view  IS  that  substantial  direction  of  credit  flows  is 
necessary  in  order  to  achieve  national  objectives.  The 
Sveriges  Riksbank,  the  oldest  central  bank  in  the  world, 
and  the  Bank  Inspection  Board,  the  bank  supervisory 
authority,  jointly  control  the  total  lending  of  individual 
institutions,  the  structure  of  their  asset  portfolios,  interest 
rates  on  deposits  and  loans,  takeovers,  mergers,  and 
many  other  aspects  of  banking  business.  From  time  to 
time,  the  Riksbank  has  limited  the  growth  of  credit  by 
imposing  direct  credit  ceilings,  although  its  authority  to  do 
so  requires  government  approval  and  is  limited  to  a 
duration  of  1  year. 
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A  comprehensive  system  of  foreign  excfiange  con- 
trols restricts  international  banking  transactions  in  Swed- 
en, Aithiougii  all  current  foreign  exchange  transactions 
are  exempted,  exchange  controls  are  used  to  restrict 
certain  capital  movements.  Swedish  securities  markets 
are  virtually  closed  to  noneresident  borrowers  and  inves- 
tors, and  credits  to  nonresidents  are  severely  restricted. 
Restrictions  on  long  term  borrowing  abroad  have  been 
somewhat  eased  since  1974,  which  has  allowed  Swed- 
ish banks  to  provide  foreign  currency  financing  to  Swed- 
ish companies  and  official  institutions.  As  a  result, 
foreign  currency  lending  and  refinancing  by  Swedish 
banks  has  increased  dramatically  in  the  last  5  years. 
Banks'  foreign  currency  assets,  however,  are  still  subject 
to  specific  limits,  with  ceilings  placed  on  the  net  foreign 
exchange  holdings  and  the  type  of  foreign  assets  which 
the  banks  may  hold.  Because  of  those  restrictions,  the 
Swedish  krona  is  unimportant  as  a  Eurocurrency;  that  is 
the  intent  of  the  official  policy 

Swedish  banks  may  not  open  branches  abroad;  they 
conduct  their  international  business  in  other  ways.  The 
two  largest  private  banks,  Skandinaviska  Enskilda  Bank 
and  Svenska  Handelsbank,  as  well  as  the  large  govern- 
ment owned  commercial  bank  are  active  in  international 
banking.  Each  has  financial  subsidiaries  abroad  and  also 
participates  in  consortium  banks  in  London  and  else- 
where, often  in  association  with  other  Scandinavian 
banks. 

U.S.  Banks  in  Sweden 

Swedish  law  prohibits  any  foreign  bank  or  foreign- 
controlled  banking  operations.  U.S.  and  other  foreign 
banks  are  precluded  from  establishing  branches  or 
subsidiary  banks  or  even  from  acquiring  minority  interests 
in  existing  or  new  Swedish  banks.  Under  a  law  enacted  in 
1973,  foreign  banks  were  permitted  to  operate  through 
representative  offices.  That  was  the  first  and  only  change 
in  the  restrictive  official  policy  in  a  very  long  time.  Since 
then,  1 0  foreign  banks  have  set  up  representative  offices, 
including  First  National  Bank  of  Chicago,  Chase  Manhat- 
tan, and  Citibank.  One  other  U.S.  banking  organization  is 
represented  in  Sweden  through  an  affiliated  factoring 
company. 


Treatment  of  Foreign  Banks  in  Sweden 

Under  the  Swedish  Banking  Law  of  1955,  banking  may 
only  be  carried  out  by  Swedish  companies,  the  shares  of 
which  may  be  held  only  by  citizens.  Foreigners  may  not  be 
directors  of  Swedish  banks.  Foreign  banks  must  obtain 
permits  from  the  Riksbank  in  order  to  establish  a 
representative  office  in  Sweden.  At  least  one  application 
was  denied  on  the  grounds  that  there  was  not  enough 
trade  between  Sweden  and  the  applicant  bank's  home 
country.  Most  foreign  banks  that  serve  clients  in  Sweden 
rely  on  traveling  representatives,  in  part  because  of  the 
high  costs  of  operating  an  office  in  Sweden  and  in  part 
because  of  strict  restraints  on  representative  office 
activities. 

Many  U.S.  banks  consider  Sweden  an  attractive  market 
and  would  consider  establishing  banking  operations 
there  if  present  restrictions  were  eased.  Their  primary 
interest  is  in  serving  Swedish  subsidiaries  of  U.S. 
companies  and  other  multinational  clients.  There  may  be 
some  prospect  for  liberalization  of  Swedish  policies. 
Sweden's  major  banks  have  become  increasingly 
involved  in  international  finance  and  bankers  have 
expressed  interest  in  establishing  direct  operations 
abroad.  Given  the  concern  for  reciprocity  on  the  part  of 
many  countries,  that  interest  could  be  a  positive  force 
toward  eventual  liberalization.  Sweden's  insular  position 
on  international  banking  has  been  characteristic  of  the 
Scandinavian  countries  generally.  Since  Denmark's 
policies  were  liberalized  5  years  ago,  Copenhagen's 
experience  may  also  be  a  positive  factor.  A  Royal 
Commission  study  of  banking  in  Sweden,  presently 
underway,  may  be  a  vehicle  for  change. 

Summary  Assessment 

U.S.  and  other  foreign  banks  are  denied  competitive 
opportunity  in  Sweden  except  for  establishment  of 
representative  offices,  which  are  not  automatically 
permitted  and  which,  once  established,  are  highly 
restricted  in  the  activities  they  may  conduct. 
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26.  Switzerland 


The  Domestic  Banking  System 

Switzerland  is  one  of  the  world's  important  financial 
centers  and  has  a  well  developed  capital  market.  It  is  an 
exporter  of  capital  and  a  major  source  of  funds  in  the 
Eurobond  market.  Switzerland's  Universal  Commercial 
Code  permits  banks  to  perform  a  wide  spectrum  of 
services  In  addition  to  the  traditional  range  of  domestic 
and  international  banking  activities,  commercial  banks  in 
Switzerland  can  engage  in  the  underwriting  of  both 
government  and  private  sector  security  issues  and  can 
take  equity  positions  in  nonfinancial  businesses.  In 
addition,  they  engage  in  leasing,  installment  lending, 
investment  advisory  services,  and  travel  services  Most  of 
the  large  Swiss  banks  are  also  brokers  and  members  of 
the  Swiss  stock  exchanges. 

The  Swiss  banking  system  can  be  divided  into  the 
following  major  categories;  the  five  big  banks,  cantonal 
(state)  banks,  regional  and  savings  banks,  loan  societies, 
private  banks,  foreign  banks,  and  other  banks.  The  big 
banks  operate  networks  of  branches  throughout  Switzer- 
land and  the  major  financial  centers  of  the  world,  and 
engage  in  a  wide  variety  of  activities  The  cantonal  banks' 
major  business  has  been  providing  mortgage  loans  and 
funding  the  local  government,  either  by  placing  bonds  or 
by  granting  loans  The  regional  and  savings  banks  have  a 
greater  percentage  of  their  total  assets  in  mortgage  credit 
than  the  cantonal  banks  and  make  substantial  loans  to 
local  business  firms  The  activities  of  the  cantonal  banks 
and  the  regional  and  savings  banks  are  local,  and  are 
restricted  to  the  cantons  in  which  they  are  registered.  The 
loan  societies  are  similar  to  US,  credit  unions.  The  private 
banks  are  organized  as  sole  proprietorships  or  general  or 
limited  partnerships;  their  major  activity  is  managing 
investment  portfolios,  primarily  composed  of  Eurocurren- 
cy investments.  Some  private  banks  also  operate  as 
merchant  banks  in  financing  Swiss  manufacturers' 
imports  and  exports.  Investment  companies  are  in  a 
separate  category  and  are  not  subject  to  Swiss  banking 
law  unless  they  conduct  a  business  similar  to  that  of 
banks,  specifically  including  public  solicitation  of  depos- 
its.' 

Foreign  banks  in  Switzerland  include  both  banks 
organized  under  Swiss  law  but  subject  to  controlling 
foreign  influence  and  branches  of  banks  with  headquar- 
ters outside  Switzerland.  Branches  of  foreign  banks 
include  all  direct  branches,  sub-branches,  or  agencies 


As  of  1978,  Switzerland  contained  five  big  banks,  28 
cantonal  banks,  220  regional  and  savings  banks,  185 
other  banks  (85  of  which  were  foreign-controlled),  63 
bank-like  investment  companies,  26  branches  of  foreign 
banks,  28  private  banks,  and  two  associations  of  loan 
societies  involving  nearly  1 ,200  local  member  institutions. 
In  terms  of  volume  of  transactions  and  total  assets,  the 
five  big  banks  are  the  most  important,  followed  in  order  of 
importance  by  the  cantonal  banks,  the  regional  and 
savings  banks,  and  foreign  banks  and  branches.  At  the 
end  of  1978,  banks'  assets  in  Switzerland  totalled  $225 
billion.  The  distribution  of  assets  and  branches  among  the 
major  type  of  banks  is  indicated  in  Table  26.1 

Table  26.1 

Assets  and  Branches  of  Banks  in  Switzerland, 
Year-end  1978 

(U.S.  dollars  in  billions) 

Assets  Branches 

Amount     Percent    Number     Percent 

Five  big  banks $109.1        48         710         15 

Foreign  banks 22.5        10  151  3 

Other  banks 93.8        42       3,742         81 

Total $225.4      100       4,603       100 


'The  Swiss  term  for  investment  company  is  "finance  company' 


SOURCE:  Swiss  National  Bank.  1 978  Annual  Report  of  the  Association 
of  Foreign  Banks  In  Switzerland 


The  Federal  Banking  Commission  is  charged  with  the 
prudential  supervision  of  the  Swiss  banking  system  The 
Commission  issues  permits  and  regulates  banking 
operations  as  defined  by  Article  23  of  the  Banking  Law 
The  Swiss  National  Bank,  the  central  bank,  is  charged, 
under  the  federal  constitution  and  the  national  bank  law 
with  controlling  the  domestic  money  supply  and  pursuing, 
within  limits  set  by  the  federal  legislature,  a  credit  and 
monetary  policy  that  serves  the  interests  of  the  confeder- 
ation as  a  whole. 

In  Switzerland,  bankers'  associations  play  a  vital  role  in 
the  pricing  of  services  and  in  the  monitoring  of  the  ethical 
conduct  of  member  institutions.  For  example,  the  Swiss 
Bankers  Association  promotes  efforts  to  standardize 
business  practices.  The  banks  have  concluded  binding 
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contracts  among  themselves  which  limit  competitive 
rivalry  or  price  competition.  Those  contracts,  or  "gentle- 
men's agreements,"  are  considered  acceptable  banking 
practices  although  they  are  not  specifically  sanctioned  by 
the  Swiss  authorities. 

U.S.  Banks  in  Switzerland 

Historically,  Switzerland  has  been  neutral  in  foreign  affairs 
and  has  had  a  politically  stable  government.  Its  stable 
policies  and  currency  and  its  position  as  a  center  for 
international  funds  management  have  attracted  nearly 
1 00  foreign  banking  institutions  to  Switzerland  which  now 
operate  85  majority  controlled  banks  and  26  branches 
That  represents  about  one-fifth  of  the  total  number  of 
banking  institutions  in  Switzerland. 

As  of  the  end  of  1978,  23  U.S.  banking  organizations 
had  operations  in  Switzerland.  Those  institutions  operate 
offices  mainly  in  Geneva  and  Zurich,  including  nine  direct 
branches  and  six  bank  subsidiaries.  As  of  fVlarch  1979, 
direct  branches  and  bank  subsidiaries  of  U.S.  banks  in 
Switzerland  had  total 'assets  of  over  $3  billion,  about  2V? 
percent  of  total  assets  of  deposit  money  banks  in 
Switzerland  U.S.  banking  organizations  also  operate 
three  representative  offices  in  Switzerland  and  own  equity 
interests  in  merchant  banks,  overseas  and  development 
banks,  and  nonbank  affiliates  engaged  in  financing 
activities,  leasing,  factoring,  trust  and  asset  management, 
and  investment  advisory  and  other  financial  services. 

Treatment  of  Foreign  Banks  In  Switzerland 

In  the  past,  large  foreign  banks  were  welcomed  in 
Switzerland  because  their  entry  was  perceived  as 
enhancing  the  Swiss  role  as  a  world  financial  center. 
However,  fears  of  "overbanking"  and  of  "cutthroat 
competition"  as  well  as  reasons  related  to  monetary 
control  led  the  Swiss  authorities,  prodded  by  the  Swiss 
Bankers  Association  to  introduce  additional  licensing 
requirements  for  foreign  controlled  banks  and  foreign 
bank  branches  in  the  Federal  Decree  of  1969.  Most  of 
those  requirements  were  subsequently  incorporated  into 
Swiss  banking  law  in  1970-71. 

The  most  serious  impediment  for  some  foreign  banks 
has  been  the  adoption  of  a  strict  reciprocity  criterion  both 
for  initial  entry  (by  establishment  of  a  branch  or 
subsidiary)'  and  for  branch  expansion.  The  intent  is  to 
insure  that  Swiss  banks  are  not  subject  to  materially  more 
limiting  provisions  in  a  foreign  country  than  Switzerland 
imposes  on  banks  from  that  country.  Several  U.S.  banks 
have  indicated  that  the  reciprocity  criterion  has  had  a 
restraining  effect  on  U.S.  bank  entry  into  and  expansion 
within  Switzerland. 

Since  the  reciprocity  provision  was  added  to  Swiss 
banking  law  in  1971,  U.S.  banks  seeking  permission  to 
establish  branches  in  Switzerland  have  encountered 
some  difficulties  in  satisfying  the  reciprocity  test  since  the 
Swiss  authorities  consider  both  U.S.  federal  law,  which 
effectively  prohibits  interstate  branching,  and  the  laws  of 
U.S.  applicants'  home  states,  some  of  which  prohibit 


branching  generally  or  prohibit  or  place  severe  restric- 
tions on  foreign  banks.  In  contrast,  Swiss  banking  law 
does  not  limit  branching  by  commercial  banks.  Thus, 
Swiss  authorites  may  refuse  to  issue  branch  permits  to 
U.S.  banks  char.tered  in  states  that  prohibit  branch 
banking  or  that  do  not  allow  foreign  bank  branches.  In 
some  cases  where  the  home  state  allows  branching  but 
subjects  applications  to  an  economic  needs  test,  Swiss 
authorities  have  sought  and  obtained  assurances  from 
the  state  bank  supervisor  that  such  requirements  would 
not  preclude  approval  of  branch  applications  by  qualified 
Swiss  banks.  After  enactment  of  the  International  Banking 
Act,  which  effectively  limited  new  full-service  foreign 
bank  presence  in  the  U.S.  to  a  single  "home  state",  the 
Swiss  considered,  but  rejected,  reciprocal  limitation  of 
U.S.  bank  expansion  to  a  single  canton.'  Reciprocity  is 
also  considered  in  licensing  representative  offices.  The 
test  IS  whether  Swiss  banks  are  permitted  to  establish 
representative  offices  with  the  same  functions  in  the 
applicant's  home  country. 

In  order  to  reduce  the  high  proportion  of  foreigners  in 
Switzerland,  which  accounted  for  almost  20  percent  of  its 
population  in  1970,  Swiss  authorities  require  all  foreign 
employees  of  any  enterprise  to  have  work  permits  prior  to 
entering  Switzerland.  Permits  are  sometimes  difficult  to 
obtain  and,  consequently,  the  ability  of  a  foreign  bank  to 
develop  staff  and  management  may  be  frustrated. 
Cantonal  authorities  issue  foreign  labor  and  other 
essential  permits,  even  though  foreign  bank  entry  falls 
under  federal  lurisdiction.  Depending  on  local  conditions 
and  the  intensity  of  local  competition  in  banking,  entry  by 
a  foreign  bank  may  be  a  laborious  and  time  consuming 
process,  even  after  the  Swiss  Banking  Commission  has 
given  its  approval.  The  work  permit  restriction  may  have 
deterred  some  foreign  banks  that  have  considered 
developing  commercial  banking  or  portfolio  management 
facilities  in  Switzerland. 

Although  all  banks,  domestic  and  foreign,  are  permitted 
to  perform  a  wide  variety  of  services,  including  traditional 
domestic  and  international  banking  activities,  securities 
underwriting  and  trust  services,  certain  institutional 
features  of  the  financial  system  and  informal  agreements 
have  limited  foreign  bank  activities  to  the  non-Swiss  franc 
Eurocurrency  sector  of  the  financial  market  and  have 
hampered  the  expansion  of  foreign  banks'  local  market 
activities  in  Switzerland. 

Foreign  banks  have  only  limited  access  to  the  domestic 
wholesale  credit  market  because  of  the  very  close  ties 
between  the  large  Swiss  corporations  and  the  Swiss 
banks.  In  some  cases,  Swiss  banks  and  large  corpora- 
tions share  directors.  Those  close  ties  effectively  limit 
foreign  banks'  penetration  of  the  domestic  commercial 
and  industrial  loan  market.  Most  importantly,  U.S.  and 
other  foreign  banks  are  bound  by  Swiss  banks'  rate 
conventions  and,  therefore,  are  unable  to  undercut  those 
ties  through  price  competition. 


■'Acquisition  of  minority  interest  does  not  require  approval 


The  Swiss  Banking  Commission  considers  that  since  enactment  of  the 
International  Banking  Act.  U  S  banks  are  treated  more  favorably  in 
Switzerland  than  Swiss  banks  in  the  US,  because  there  are  no 
limitations  in  Switzerland  on  nationwide  branching  and  no  prohibition  of 
nonbanking  activities  (Letter  to  Comptroller  of  the  Currency  John  G 
Heimann,  April  4,  1979) 
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Swiss  insurance  companies  are  prohibited  by  law  from 
depositing  funds  in  or  investing  in  obligations  of  foreign 
banks.  Foreign  banks  are  effectively  sfiut  out  of  the 
domestic  security  management  and  underwriting  busi- 
ness. Foreign  banks  are  not  permitted  to  manage 
municipal  or  domestic  bond  issues  and,  pursuant  to  a 
gentlemen's  agreement  of  the  Swiss  Bankers  Associa- 
tion, U.S.  and  other  foreign  financial  institutions  in 
Switzerland  may  not  engage  directly  in  domestic  private 
securities  business,  but  must  deal  through  Swiss  institu- 
tions. 

Swiss  foreign  exchange  and  monetary  controls  have 
effectively  diminished  foreign  banks'  share  of  the  Swiss 
franc  market,  although  the  regulations  are  applicable  to 
both  domestic  and  foreign  institutions.  A  35  percent 
Withholding  tax  on  income  derived  from  Swiss  franc 
transactions  by  nonresidents  and  a  40  percent  negative 
interest  levy  on  nonresidents'  Swiss  franc  balances  in 
excess  of  SF  $100,000  have  the  effect  of  discouraging 
nonresidents  from  conducting  transactions  in  Swiss 
francs.^  Both  domestic  and  foreign  banks  are  disadvan- 
taged as  a  result,  but  the  effects  are  more  restraining  on 
foreign  banks  because  their  business  with  nonresidents 
would  normally  be  proportionately  greater.  The  Swiss 
authorities  have  established  a  separate  market  for  Swiss 
franc-denominated  bonds,  notes  and  loans  in  which 
foreign  banks  are  allowed  to  participate  as  lenders  Those 
are  the  only  Swiss  franc  assets  available  to  foreign  banks 
on  which  income  is  exempt  from  the  35  percent 
withholding  tax. 


'M.S.  Mendelsohn,  "Switzerland  Closes  More  Doors   on  Foreigners" 
The  Eurofile,  The  Banker  Supplement,  April  1978 


Swiss  banking  law  requires  air  banks,  domestic  and 
foreign,  to  have  sufficient  capital,-'  and  that  capital  is  the 
basis  for  their  legal  lending  limits.  The  legal  lending  limit 
restricts  loans,  loan  commitments  and  foreign  exchange 
liabilities  to  any  one  customer  to  20  percent  of  net  capital, 
if  unsecured,  and  to  40  percent  of  capital,  if  secured. 
Because  lending  limits  for  domestic  banks  are  based  on 
the  capital  and  reserves  of  the  whole  bank,  while  for 
foreign  branches  they  are  based  on  the  branch's  capital 
and  reserves,  the  limits  tend  to  have  a  differentially 
restraining  effect  on  foreign  branch  operations.  The  limits 
are  not  absolute  ceilings,  however,  and  exceptions  may 
be  permitted.  The  Banking  Commission  takes  into 
consideration  that  a  foreign  branch— although  its  lending 
limits  are  based  on  the  capital  and  reserves  of  the  branch 
only— IS  part  of  a  foreign  legal  entity  with  greater  capital 
resources.  Under  certain  conditions  the  Commission 
tolerates  branch  liabilities  of  up  to  double  the  limits. 

Summary  Assessment 

U.S.  banks  presently  have  a  significant  presence  in 
Switzerland.  Foreign  banks  established  in  Switzerland  are 
subject  to  essentially  the  same  regulatory  treatment  as 
domestic  banks.  Restraints  on  their  competitive  oppor- 
tunity stem  primarily  from  certain  institutional  features  of 
Swiss  financial  markets,  particularly  private  agreements 
among  Swiss  banks,  and  differential  effects  of  some 
foreign  exchange  and  monetary  controls.  Entry  of  new 
foreign  banks  or  future  expansion  of  foreign  banks  may  be 
constrained  by  Swiss  authorites'  strict  application  of  a 
reciprocity  requirement. 


At  present,  all  banks  must  maintain  a  net  capital  plus  reserves  to  total 
liabilities  ratio  of  10  percent  Banks  with  more  than  50  percent  ol  their 
liabilities  financing  assets  outside  ol  Switzerland  must  maintain  an 
additional  2  percent  capital  coverage  Those  capital  requirements  are 
identical  for  domestic  and  foreign  banks  in  Switzerland 
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27.  United  Kingdom 


The  Domestic  Banking  System. 

The  banking  system  in  the  United  Kingdom  plays  a  key 
role  in  international  banking  in  addition  to  its  role  in  the 
domestic  economy.  The  international  function  centers 
around  London's  preeminent  position  in  the  Eurocurren- 
cy market  London  plays  a  leading  role  in  that  market 
largely  because  of  the  relatively  liberal  regulatory 
environment  in  the  U.K.,  particularly  in  terms  of  reserve 
requirements. 

The  sterling  market  historically  has  been  insulated  from 
the  Eurocurrency  market  by  exchange  controls  The 
domestic  banking  system  provides  retail  deposit  and 
lending  facilities  and  some  wholesale  functions  through 
1 3  London,  Scottish,  and  Northern  Ireland  clearing  banks 
and  their  branches.  Seventeen  accepting  houses  and 
other  merchant  banks  specialize  in  wholesale  banking, 
underwriting,  and  trust  services.  The  U.K.  is  the  home 
base  lor  six  "overseas  banks"  which  conduct  their 
business  largely  in  other  countries.  Four  of  those  six  are 
subsidiaries  of  clearing  banks,  but  49  percent  of  one  of 
the  others,  Grindlays,  is  owned  by  Citibank 

Eurocurrency  market  activity  dwarfs  domestic  banking 
activity  in  the  UK  Bank  of  England  statistics  indicate  that, 
in  January  1979,  of  the  £204  billion  ($410  billion)'  in 
deposits  at  U.K.  banks  C43  billion  ($129  billion)  was  in 
sterling  and  El  40  billion  ($281  billion)  or  69  percent,  was 
denominated  in  other  currencies.  The  Eurocurrency 
market  is  the  principal  focus  of  the  308  foreign  banks  and 
31  consortium  banks  established  as  joint  ventures  by  two 
or  more  banks  in  the  U.K.  In  January  1 979, 1 9  percent  of 
sterling-denominated  deposits  was  in  foreign  banks  and 
consortium  banks,  a  share  that  has  grown  steadily  over 
the  years.  At  the  same  time,  foreign  banks  and  consortium 
banks  held  81  percent  of  deposits  denominated  in  foreign 
currencies. 

The  attraction  of  the  U.K.,  particularly  as  a  Eurocurren- 
cy market  center,  is  indicated  by  the  rapid  growth  of 
foreign  bank  presence  there.  In  1967,  113  banks  were 
directly  represented  in  the  market;  by  late  1978,  the 
number  had  grown  to  395,  including  87  banks  indirectly 
represented  through  joint  ventures  or  consortium  banks." 
During  that  period  the  number  of  purely  British  banks 
remained  steady  at  70  to  75. 


'Converted  at  the  January  17.  1979.  9  am  New  York  offer  rate  The 
deposit  figures  in  this  paragraph  are  derived  from  the  Bank  ol  England 
Ouarlerly  Bulletin,  March  1 979 

The  Banker.  November  1978.  p  65 


In  addition  to  the  institutions  recognized  as  banks  in 
Bank  of  England  statistical  complications,  there  are 
perhaps  1 ,1 00  other  deposit-taking  institutions  in  the  UK 
They  include  discount  houses  and  discount  brokers,  the 
national  Giro,  savings  banks,  building  societies,  finance 
houses  that  specialize  in  installment  credit  and  lease 
financing,  and  special  financial  agencies.  They  also 
include  the  50  to  100  "fringe  banks"  which  the  Bank  of 
England  does  not  include  in  its  statistical  compilation 

A  banking  crisis  in  1 974,  brought  on  by  the  collapse  in 
late  1 973  of  some  fringe  banks  that,  at  that  time  were  not 
under  the  control  of  the  Bank  of  England,  centered  on  the 
financial  condition  of  some  of  these  institutions.  The  crisis 
prompted  a  CI  .3  billion  "lifeboat"  support  effort  by  the 
Bank  of  England  and,  more  recently,  the  1979  Banking 
Act  which  reformed  bank  supervision  in  the  U.K. 

Bank  supervision  by  the  Bank  of  England  is  generally 
informal.  The  bank  stresses  personal  contact  and 
discussion  with  bankers.  Its  subjective  view  of  the  quality 
of  management  is  more  important  than  formal  balance 
sheet  criteria.  Until  the  new  banking  act,  there  had  been 
no  initial  licensing  or  entry  restrictions,  but  various 
"recognitions"  were  given  to  banking  institutions  as  their 
status  was  deemed  to  increase.  The  most  important 
recognition  for  foreign  banks  is  authorization  to  deal  in 
foreign  exchange.  That  may  be  obtained  6  to  9  months 
after  operations  start. 

Eligibility  of  paper  for  discount  at  the  Bank  of  England, 
through  the  discount  houses,  is  all  but  closed  to  foreign 
banks  and  most  domestic  banks.  The  Bank  of  England 
only  allows  discount  houses  to  discount  at  the  Bank  of 
England  the  paper  of  the  selected  U.K.  registered  banks, 
primarily  the  clearing  banks  and  acceptance  houses  but 
including  some  Canadian  and  Australian  banks.  Pruden- 
tial supervision  of  U.K.  branches  of  foreign  banks  is 
regarded  as  the  responsibility  of  the  central  bank  of  their 
home  country.  Subsidiaries  of  foreign  banks  are  super- 
vised by  the  Bank  of  England. 

The  new  banking  act  is  a  departure  from  the  traditional, 
wholly  informal  approach  to  bank  supervision.  It  reduces 
the  number  of  rungs  on  the  Bank  of  England's  ladder  of 
recognition  and,  at  the  same  time,  increases  the  bank's 
supervisory  activity.  Under  the  new  act,  deposit-taking 
institutions,  except  certain  thrift  institutions,  have  to  obtain 
a  license  and  satisfy  the  Bank  of  England  of  the 
soundness  of  their  management.  That  will  expand  the 
number  of  institutions  under  close  scrutiny  by  the  Bank  of 
England.  The  designation  "recognized  bank"  will  indicate 
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that,  in  addition  to  prudent  management,  the  bank 
provides  either  a  wide  range  of  services  including  foreign 
exchange  transactions  or  a  highly  specialized  banking 
service. 3  The  act  also  provides  for  deposit  insurance. 

Instruments  of  monetary  policy  include  reserve 
requirements,  the  Bank  of  England  discount  facility,  and 
specific  credit  and  exchange  controls.  Reserves  of  12'/:' 
percent  are  required  against  eligible  liabilities,  essentially 
sterling  deposits  less  loans  to  other  banks.  Reserve 
assets  include  deposits  at  the  Bank  of  England,  call  loans 
in  the  discount  market.  Treasury  bills,  and  certain  other 
short  term  securities.  The  supply  of  reserves  is  controlled 
through  open  market  transactions,  particularly  in  the 
discount  market,  or  by  adjusting  the  requirement  for 
"special  deposits"  at  the  Bank  of  England.  The  amount  of 
credit  IS  also  controlled  by  the  "corset"  arrangement 
(ceilings  on  each  bank's  total  of  interest-eligible  liabilities 
which,  if  exceeded,  subject  the  bank  to  additional  reserve 
requirements);  the  Bank  of  England's  minimum  lending 
rate  on  rediscounts  which  is  the  bank's  penalty  rate  as 
lender  of  last  resort;  and  by  requests  to  restrain  specific 
types  of  lending.  U.K.  exchange  controls  limit  residents' 
ability  to  obtain,  from  banks,  foreign  exchange  tor  non- 
commercial purposes  at  market  rates.  Otherwise,  banks 
authorized  to  deal  in  foreign  exchange  are  free  to  do  so, 
but  they  are  expected  to  maintain  relatively  balanced 
positions  vis-a-vis  sterling 

U.S.  Banks  in  the  United  Kingdom 

Although  U.S.  banks  in  the  U.K.  are  primarily  interested  in 
the  Eurocurrency  market,  U.S.  banks  also  engage  in  other 
facets  of  U.K.  banking,  including  the  local  sterling  market. 
At  least  six  U.S.  banks  offer  retail  services  through 
branches  or  subsidiaries,  although  none  has  a  branch 
network  that  can  compete  with  the  major  clearing  banks. 
More  than  80  U.S.  banks  are  now  represented  in  the  U.K. 
in  various  forms.  A  total  of  41  U.S.  banks  operate  over  60 
branches.  Many  of  those  are  also  represented  through 
U.K.  subsidiaries,  of  which  there  are  approximately  25, 
including  many  engaged  primarily  or  exclusively  in 
merchant  banking.  In  addition,  39  other  U.S.  banks  have 
U.K.  representative  offices,  bank  affiliates,  or  minority 
interests  in  consortium  banks.  Recent  listings  indicate  30 
representative  offices  and  17  affiliates  of  U.S.  banking 
organizations.  Nonbank  subsidiaries  of  U.S.  bank  holding 
companies  are  engaged  in  a  wide  range  of  financially 
related  activities  in  the  U.K.,  including  leasing,  factoring, 
commercial  finance,  investment  advisory  services,  and 
securities  clearing. 

Assets  of  branches  and  subsidiaries  of  U.S.  banks  in 
the  U.K.  were  £53.1  billion  ($106  billion)  nearly  one- 
quarter  of  total  assets  of  all  banks  in  the  U.K.,  in  January 
1979.  U.S.  banks'  sterling  deposits,  £6.4  billion,  ($13 


billion)  comprise  12  percent  of  their  total -liabilities  and 
represent  10  percent  of  that  market.  By  comparison, 
deposits  in  other  currencies  are  £46.3  billion,  ($93  billion) 
or  33  percent  of  the  total  tor  banks  in  the  U.K.'' 

There  are  no  interest  rate  ceilings  nor  restrictions  on 
nationwide  branching.  There  are  provisions  for  offsetting 
withholding  taxes  against  the  U.K.  corporate  tax.  In  terms 
of  supervision,  banks  generally  find  that  U.K.  reporting 
requirements  are  less  burdensome  than  those  of  the  U.S. 
and  that  regulatory  authority  is  centralized  with  the  Bank 
of  England,  rather  than  divided  among  separate  agencies. 
Also,  the  Bank  of  England  is  said  to  have  sufficient 
flexibility  to  accommodate  specific  needs.  In  all,  the  U.K. 
banking  environment  allows  greater  freedom  than  that  of 
the  U.S.,  and,  therefore,  U.S.  and  other  foreign  banks  have 
found  the  U.K.  an  attractive  banking  center. 

Treatment  of  Foreign  Banks  in  the  United 
Kingdom 

In  general,  the  treatment  of  U.S.  banks  operating  in  the 
U.K.  IS  evenhanded  and  non-discriminatory.  Areas  in 
which  U.S.  banks  do  experience  some  difficulty  relate 
mainly  to  their  activities  in  the  domestic  sterling  market 
rather  than  in  the  international  markets.  To  many  U.S. 
banks,  the  U.K.  is  primarily  an  arena  of  international 
finance  and  impediments  on  the  domestic  side  are  of  little 
consequence.  Others  complain,  however,  of  instances  of 
unequal  treatment.  Particular  groups  that  may  be  favored 
by  regulatory  policy  are  U.K.  banks,  other  Commonwealth 
banks,  and  banks  of  other  EEC  countries. 

Entry  into  the  U.K.  market  has  been  quite  liberal, 
although  a  new  licensing  and  recognition  procedure  has 
been  created  by  the  new  banking  act.  Initially,  banks 
cannot  transact  directly  in  the  foreign  exchange  market 
and  must  receive  authorization  from  the  Bank  of  England 
to  do  so.  In  considering  the  approval  of  a  new  bank,  the 
Bank  of  England  considers  the  bank's  reputation,  its 
assets  (generally  required  to  be  more  than  $3  billion),  and 
Its  balance  sheet.  The  support  it  receives  from  other  U.K. 
banks  and  the  new  business  it  can  bring  in  are  also 
considered.  The  authorization  process,  though  informal, 
IS  generally  straightforward,  taking  6  to  9  months. 

Acquisitions  of  or  equity  participation  in  U.K.  banks 
must,  in  general,  be  approved  by  the  Bank  of  England,  and 
must  satisfy  U.K.  antitrust  regulations.  Foreign  banks  from 
EEC  countries  receive  treatment  equal  to  that  of  domestic 
banks,  but  more  restrictive  standards  may  be  applied  to 
non-EEC  banks.  The  current  policy  and  practice  has 
been  described  as  follows:'' 


^The  policy  was  stated  by  Gordon  Richardson,  Governor  of  the  Bank  of 
England,  as  follows: 

(T]o  be  recognized  as  banks,  institutions  will  need  to  en|oy  high 
reputation  and  to  offer  a  wide  range  of  banking  services  No 
distinction  is  however  made  between  U  K  -owned  and  foreign 
businesses  in  the  setting  of  criteria  for  recognition  under  the  Act 
which  accordingly  continues  the  policy  of  non-discnminatory 
admission  to  the  U.K.  banking  sector  (Letter  to  Comptroller  of  the 
Currency  John  G.  Heimann) 


"These  figures  include  deposits  at  branches  and/or  subsidiaries  of  41 
US  banking  organizations  covered  by  Bank  of  England  statistics: they 
represent  most  US,  controlled  banking  activity  in  the  UK  Merchant 
banking  figures,  which  are  included,  represent  less  than  5  percent  of  the 
total  for  U.S.  operations, 

■Inter-Bank  Research  Organization,  The  Regulation  ol  Banks  in  the 
Member  States  oi  EEC.  1 978,  p.  274.  This  policy  description,  except  for 
the  final  sentence,  is  based  on  the  cited  press  notice,  which  was  issued 
"in  the  context  of  entry  into  the  [EEC]"  and  is  the  most  recent  official 
Statement.  Note:  "Statistical  Banks"  are  those  banks  which  regularly 
provide  data  to  the  Bank  of  England  for  monetary  and  credit  control 
purposes  and  comply  with  the  12'/i  percent  reserve  requirement.  They 
include  the  clearing  banks  and  accepting  houses,  about  two-thirds  of 
the  foreign  and  consortium  banks,  and  other  British  banks,  depending  on 
their  size,  and  the  nature  of  their  business. 
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The  Bank  of  England  exercises  an  unofficial  but 
conriprehensive  control  over  all  mergers  between 
banks.  This  control  was  described  in  a  notice  issued 
by  the  bank  on  November  16,  1972.  In  general,  and 
subject  to  individual  considerations  and  to  the 
provisions  of  merger  legislation  .  .  .  The  Bank  of 
England  will  permit  any  bank  registered  in  the  U.K.  or 
in  any  other  EEC  member  state  to  acquire  a 
participation  of  any  size  in  any  other  bank  in  the  U.K., 
whether  the  latter  is  an  accepting  house,  another 
merchant  bank  or  a  British  overseas  bank.  In  each 
individual  case  the  bank's  approval  will  depend  on 
the  existence  of  amicable  agreement  between  the 
banks  concerned,  and  on  the  satisfaction  of  tests 
relating  to  capital,  management,  reputation  and 
future  intentions.  In  considering  a  proposal  for  the 
acquisition  of  a  participation  by  a  bank  from  another 
member  state,  the  Bank  df  England  will  bear  in  mind 
reciprocity  of  treatment  for  British  banks. 

Although  the  bank  maintains  a  flexible  approach,  it  is 
not  in  general  willing  to  permit  a  bank  registered 
outside  the  EEC  to  acquire  a  participation  of  more 
than  15  percent  in  a  [major]  U.K-owned  statistical 
bank. 

Considering  their  market  shares  and  key  role  in  the 
domestic  market,  it  seems  unlikely  that  U.S.  or  other  non- 
EEC  banks  would  be  allowed  any  significant  equity 
participation  in  U.K.  clearing  banks. 

Ineligibility  of  their  paper  for  discount  at  the  Bank  of 
England  is  of  particular  concern  to  many  U.S.  banks 
"Eligible  Status"  for  discounting  sterling  acceptance  is 
accorded  only  to  clearing  banks,  accepting  houses,  some 
merchant  banks  and  banks  from  Commonwealth  coun- 
tries. Similarly,  sterling  commercial  bills  accepted  by 
branches  of  U.S.  banks  and  most  other  foreign  banks  do 
not  count  as  reserves  for  the  holding  bank.  Consequently, 
depending  on  credit  conditions,  U.S.  banks  pay  a 
premium  when  they  place  their  paper  in  the  discount 
market  Typically,  the  differential  is  one-eighth  of  a 
percentage  point,  but  it  has  been  as  high  as  three- 
quarters  of  a  percentage  point. 

Three  other  practices  also  increase  the  cost  of  funding 
U.S.  branches  by  limiting  their  access  to  deposits. 
Building  societies  and  certain  other  institutions  are 
allowed  to  deposit  funds  only  in  banks  with  broad  sterling 
bases  and  U.K.  branch  networks.  That  excludes  foreign 
banks  and  many  local  banks  from  receiving  building 
society  deposits.  Likewise,  government  deposits  are 
directed  to  U.K.  banks  rather  than  foreign  branches 
Finally,  the  London  CD  market  lacks  the  depth  to 
accommodate  many  similar  US  banks.  Trading  authority 
must  be  approved  by  the  Bank  of  England,  and  some  U.S. 
investment  houses  have  been  excluded.  There  is  a 
feeling  in  some  quarters  that  there  may  be  a  policy  to  limit 
the  scope  of  that  market  with  the  impact  falling  on  smaller 
institutions,  like  U.S  branches,  rather  than  on  the  major 
clearing  or  merchant  banks  or  large  U.S.  banks. 

Certain  policies  and  practices  of  the  Export  Credits 
Guarantee  Department  work  to  the  disadvantage  of  U.S. 
banks  The  ECGD  excludes  branches  of  foreign  banks 


from  participating  in  its  programs  It  does  permit 
participation  through  U.K.  subsidiaries,  but  such  subsid- 
iaries may  not  include  associated  companies,  including  a 
parent,  in  a  syndication.  That  makes  it  more  difficult  for 
U.S.  banks  to  compete  with  U.K.  banks  in  granting  export 
credits.  There  is  also  a  government  programs  for  interest 
relief  for  certain  project  loans.  It.  likewise,  is  administered 
in  a  way  which  excludes  foreign  banks.  U.S.  branches  are 
further  disadvantaged  in  competing  for  guaranteed 
export  credits  because  the  paper  they  issue  in  connec- 
tion with  the  program  is  ineligible  for  discount  at  the  Bank 
of  England.  Those  restrictions  are  of  particular  concern 
because  export  financing  is  obviously  a  key  interest  of 
international  banks,  and  U.S.  bank  branches  are  at  a 
disadvantage  even  in  serving  the  needs  of  U.K.  subsidiar- 
ies of  U.S.  companies. 

Three  aspects  of  U.K.  tax  treatment  of  US.  banks  also 
lower  their  returns.  First,  U.K.  residents  and  corporations 
receive  interest  on  late  tax  refunds,  but  branches  of  U.S. 
banks,  as  foreign  entities,  are  not  entitled  to  those 
payments.  Second,  resident  companies  can  take  advan- 
tage of  tax  provisions  giving  some  tax  relief  to  related 
organizations.  For  example,  they  can  offset  losses  of  their 
own  subsidiaries  against  their  profits  and  need  not  collect 
the  value-added  tax  on  transactions  with  their  subsidiar- 
ies. Foreign  branches  cannot  take  advantage  of  those  tax 
provisions.  Third,  the  tax  rate  on  foreign  branch  profits 
remitted  to  the  parent  bank  is  higher  than  the  tax  rate  on 
dividends,  the  analogous  payment  for  domestic  banks 
and  foreign  subsidiaries. 

Non-market  credit  controls  tend  to  impact  more  heavily 
on  U.S.  banks  than  on  U.K.  banks  because  of  the  US. 
banks'  smaller  sterling  base.  The  corset  restrictions  on 
eligible  liabilities,  for  example,  are  based  on  1  percent 
per  month  increases  in  eligible  liabilities  over  their  level  in 
the  November  1977  to  April  1978  base  period.  Although 
the  rule  is  the  same  for  all  banks,  it  has  a  greater  impact  on 
U.S.  banks  which  are  newer  to  the  market  and  would  like 
to  expand  their  market  shares.  They  incur  the  cost  of  a 
reserve  requirement  under  the  corset  arrangement  if  they 
exceed  the  level  permitted  by  their  eligible  liabilities. 
Lending  limits  are  not  based  on  branch  capital— a 
common  restraint  on  foreign  bank  operations  else- 
where—and, in  general,  U.S.  banks  have  not  been 
hampered  by  capital  requirements  in  the  U.K. 

Summary  Assessment 

For  the  most  part,  U.K.  regulations  treat  U.S.  banks  fairly. 
That  is  particularly  true  regarding  the  Eurocurrency 
activities  of  U.S.  banks  which,  in  most  cases,  is  their 
primary  interest.  In  the  domestic  sphere,  regulatory  policy 
does  limit  the  ability  of  U.S.  banks  to  acquire  clearing 
banks,  accepting  houses,  or  discount  houses.  However, 
only  a  few  banks  would  wish  to  do  so.  A  few  specific  areas 
—  policies  regarding  rediscounts,  export  credits,  certain 
tax  provisions,  and  the  corset  arrangement  — have  been 
cause  for  complaints.  Overall,  though,  treatment  is  not 
particularly  discriminatory  or  burdensome. 
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28.  Venezuela 


The  Domestic  Banking  system 

The  Venezuelan  banking  system  is  made  up  of  commer- 
cial banks,  mortgage  banks,  financieras  (merchant- 
investment  banks),  and  savings  and  loan  institutions. 
Commercial  banks  hold  approximately  60  percent  of  the 
banking  system's  assets.  Some  of  the  other  financial 
institutions  are,  in  fact,  controlled  by  commercial  banks  or 
their  owners.  In  1 950,  there  were  1 6  banks  with  65  offices. 
By  1 965,  those  numbers  had  jumped  to  34  banks  with  461 
offices.  Since  then,  growth  has  been  in  the  number  of 
offices  rather  than  in  the  number  of  banks.  As  of 
December  1977,  there  were  32  commercial  banks 
operating  986  offices. 

The  central  bank  of  Venezuela  and  the  Superintendent 
of  Banks  are  directly  responsible  for  overseeing  commer- 
cial bank  operations.  Commercial  banks  are  regulated 
through  executive  decrees  as  well  as  by  resolutions  of  the 
central  bank  and  the  Superintendent  of  Banks 

As  of  December  1978,  Venezuelan  commercial  banks 
had  assets  of  approximately  $20  billion.  That  figure  is 
about  50  percent  higher  than  in  December  1 976.  Most  of 
that  increase  was  real  growth,  stimulated  by  the 
expanding  petroleum  industry.  However,  inflation,  which 
from  1 976  to  1 978  was  officially  estimated  at  1 5  percent, 
was  also  a  factor.  Private  sector  demand  deposits 
accounted  for  two-fifths  of  commercial  bank  deposits 
as  of  December  1978  and  passbook  savings  account- 
ed for  another  fifth.  Venezuelan  government  and  official 
institution  deposits  are  also  an  important  source  of 
deposits.  In  December  1978,  they  represented  17.5 
percent  of  commercial  bank  deposits. 

Commercial  banks  are  subject  to  interest  rate  ceilings 
set  by  the  central  bank  on  both  deposits  and  credits. 
Certificate  of  deposit  interest  rates  and  commercial  bank 
interest  rates  on  credits  are  determined  by  spreads  over 
reference  interest  rates  set  by  the  central  bank. 
Reference  rates  that  apply  to  lending  to  residents  and 
Venezuelan-controlled  firms  are  separate  from  those  that 
apply  to  lending  to  nonresidents  and  foreign-controlled 
firms.  I.e..  firms  with  more  than  50  percent  foreign 
ownership  As  of  f\/larch  1 979,  the  ceiling  for  commercial 
loans  to  residents,  including  Venezuelan  firms,  was  1 1 .5 
percent,  while  nonresidents,  including  foreign  firms,  were 
charged  a  fixed  rate  of  15.25  percent. 

Commercial  banks  are  required  to  invest  20  percent  of 
their  portfolio  in  support  of  agriculture.  Any  shortfall  in 
meeting  that  requirement  must  be  held  as  required 
reserves  with  the  central  bank.  Further,  no  more  than  5 
percent  of  a  commercial  bank's  local  currency  deposits 


may  be  placed  in  foreign-denominated  loans  or  invest- 
ments. 


U.S.  Banks  in  Venezuela 

Only  two  U.S.  banks  have  an  operating  banking  presence 
in  Venezuela,  as  opposed  to  representative  offices  or 
minority  investments  in  near  banks.  Both  of  these  U.S. 
banking  operations  are  "grandfathered"  investments 
made  prior  to  enactment  of  restrictive  Venezuelan  laws, 
which  now  prohibit  similiar  investments.  Because  the  two 
U.S.  banks  were  allowed  to  retain  their  investments,  they 
have  an  advantage  over  other  foreign  banks  which 
cannot  establish  any  type  of  banking  operation  in 
Venezuela. 

The  operations  of  the  Venezuelan  commercial  bank  in 
which  Chase  Manhattan  has  a  minority  investment  (less 
than  20  percent)  are  not  restricted,  since  it  is  considered 
an  indigenous  bank.  Chase  Manhattan's  affiliated  bank 
had  54  offices  and  was  the  fifth  largest  Venezuelan  bank, 
as  of  December  1977.  However,  the  four  branches  of 
Citibank,  the  only  wholly  foreign-owned  banking  offices  in 
the  country,  are  subject  to  severe  operational  limitations. 
Deposits  at  Citibank's  four  Venezuelan  branches  amount 
to  about  1  percent  of  total  bank  deposits  in  the  country.' 

As  of  mid-1978,  27  U.S.  banks  had  representative 
offices  in  Venezuela.  Representative  offices  may  act  only 
as  credit  intermediaries  between  their  parent  banks  and 
borrowers.  They  may  not  accept  deposits  or  engage  in 
deposit-related  activities.  Similarly,  no  loans  may  be 
booked  directly  by  the  representative  office.  Representa- 
tive offices  may  not  advertise  their  services.  U.S.  banks 
open  representative  offices  in  lieu  of  branch  or  affiliate 
bank  operations  in  Venezuela  because  of  prohibitions 
against  new  foreign  bank  entry  into  the  Venezuela 
banking  market. 

One  U.S.  bank  maintains  a  Latin  American  regional 
international  division  in  Venezuela,  International  division 
offices  may  conduct  operational  or  technical  activities  as 
long  as  they  do  not  conduct  local  banking  operations. 

At  least  1 1  U.S.  banks  hold  minority  equity  positions  in 
Venezuelan  quasi-banking  institutions.  These  near  banks 
are  involved  in  consumer  credit  and  longer  term 
investment  loans.  Some  offer  leasing  and  credit  card 
services. 


■  ;977  Informe  Anual,  Supenntendencia  de  Bancos. 


105 


Venezuela  is  an  attractive  banking  market  to  U.S. 
banks.  Spurred  by  oil  development,  Venezuela  is 
experiencing  rapid  real  economic  growth.  This  rapid 
economic  growth,  in  turn,  stimulates  profitable  financial 
opportunities.  U.S.  bank  claims  on  Venezuela  exceeded 
$7  billion  at  the  end  of  1 978.  In  the  survey  conducted  for 
this  study,  over  a  dozen  U.S.  banks  expressed  an  interest 
in  establishing  an  operational  banking  presence  in 
Venezuela 

Treatment  of  Foreign  Banks  in  Venezuela 

In  the  early  1960's,  Venezuela  began  imposing  restric- 
tions on  foreign  commercial  banking  in  the  country.  The 
Venezuelan  authorities  apparently  perceived  a  need  to 
protect  the  emerging  domestic  financial  system  from 
being  overwhelmed  by  foreign  banks.  The  Superintend- 
ent of  Banks  implemented  a  policy  of  not  issuing  new 
bank  licenses  to  foreign  banks.  Established  foreign  banks 
were  limited  to  their  existing  branch  networks  in  the 
country  and  no  new  branch  applications  were  approved 
In  1970,  the  "Venezuelization"  of  the  existing  foreign 
banks  was  initiated  through  a  reform  of  the  banking  law. 
The  process  was  reinforced  in  1973,  when  Venezuela 
joined  the  Andean  Common  Market  and  took  steps  to 
adhere  to  the  Andean  Foreign  Investment  Code, 

In  1 975,  a  new  banking  lawfurthered  "Venezuelization" 
of  the  financial  structure.  Existing  foreign  banks  with  more 
than  20  percent  foreign  ownership  were  permitted  to 
retain  the  full  amount  of  their  equity  in  existing  institutions, 
rather  than  being  forced  to  divest  of  their  equity  entirely  or 
down  to  a  specified  level  as  has  frequently  been  the 
practice  where  banking  systems  are  returned  to  indigen- 
ous control.  However,  the  business  such  banks  could 
conduct  was  severely  restricted.  Those  banks  were 
subject  to  other  regulatory  disadvantages  as  well.  Those 
restrictions  apply  to  the  four  branches  of  Citibank,  since  it 
IS  the  only  banking  operation  in  the  country  with  greater 
than  20  percent  ownership.  Banks  with  less  than  20 
percent  foreign  ownership  are  treated  the  same  as 
Venezuelan  banks. 

An  exception  to  the  foreign-owned  bank  restrictions  is 
made  for  approved  Latin  American  headquartered  banks 
which  want  to  establish  operations  in  Venezuela.  One 
bank  per  country  may  be  approved  and  will  be  treated  the 
same  as  Venezuelan  banks,  provided  reciprocity  exists. 

All  foreign  loans  made  by  any  bank  in  Venezuela  must 
be  approved  by  the  Foreign  Investment  Bureau.  The 
approval  process  is  cumbersome  and  time  consuming, 
impeding  efficient  banking  operations.  Although  this 
requirement  is  applied  evenhandedly  to  indigenous  and 
foreign  banks,  it  has  a  differentially  adverse  impact  on 
foreign  banks  because  foreign  loans  comprise  a  much 
greater  proportion  of  their  business.  Further  discussions 
in  this  chapter  concern  regulations  affecting  U.S.  and 
other  non-Latin  American  foreign  banks 

The  1 975  General  Banking  Law  (Decree  869,  April  22, 
1975,  as  amended)  requires  that  in  any  new  bank 
formation,  the  capital  must  be  entirely  Venezuelan-owned 
(Article  96).  U.S.  banks  not  already  established  in 
Venezuela  must  conduct  business  through  representa- 


tive offices  or  from  abroad.  As  a  result,  foreign  banks, 
including  those  from  the  U.S.,  cannot  open  full-service 
banks  in  the  growing  Venezuelan  banking  sector.  The  law 
also  prohibits  foreign  bank  purchases  of  new  affiliate 
positions  in  established  Venezuelan  banks.  A  number  of 
restrictions  apply  to  banks  with  more  than  20  percent 
foreign  ownership,  including  Citibank's  four  branches. 
Such  banks  may  not  open  new  offices  in  Venezuela 
(Article  97).  This  restriction  has  an  especially  adverse 
impact,  in  light  of  the  rapid  growth  in  number  of  bank 
offices  in  the  past  1 0  years.  In  1 965,  there  were  461  bank 
offices;  in  1 970,  there  were  524;  in  1 975,  there  were  798; 
and,  by  late  1977,  there  were  986. 

Article  98  requires  that  those  banks  limit  demand  and 
time  liabilities  to  six  times  their  capital  and  reserves  while 
Venezuelan  banks  may  maintain  a  liability  to  capital  ratio 
of  20  to  one.  That  increases  the  cost  of  operations,  affects 
returns  earned  and  has  significant  market  share  implica- 
tions, because  new  capital  infusions  are  not  permitted. 
Such  banks  are  also  prohibited  from  accepting  savings 
deposits  from  residents.  Deposits  also  cannot  be 
accepted  from  Venezuelan  national,  state,  or  municipal 
governments  or  from  other  public  sector  autonomous 
institutions  or  state  enterprises,  which  are  important  in 
Venezuela.  Those  banks  may  not  issue  savings  bonds, 
negotiable  certificates  of  deposit,  or  any  other  bonds  or 
obligations.  Futher,  they  may  not  sell  foreign  exchange 
acquired  directly  or  indirectly  from  the  Banco  Central  de 
Venezuela. 

Article  1 56  limits  employment  of  foreigners  in  Venezue- 
lan banks.  The  bank  president  and  three-quarters  of  the 
employees  in  certain  positions  must  be  Venezuelans 
residing  in  the  country.  Those  positions  include  vice 
presidents,  directors,  managers,  secretaries,  and  other 
executive  officials.  That  restriction  is  applied  to  both 
foreign  and  domestic  banks.  Despite  these  discriminatory 
restrictions,  the  branches  of  Citibank  have  been  profita- 
ble, and  represent  an  advantage  over  other  foreign  banks 
which  are  not  permitted  entry  into  Venezuela.  Chase 
Manhattan  s  Venezuelan  bank  affiliate  receives  national 
treatment  since  foreign  ownership  of  the  bank  is  less  than 
20  percent. 

Summary  Assessment 

Foreign  banks  not  already  established  in  Venezuela  are 
restricted  to  representative  offices  and  to  regional, 
operational,  or  technical  offices  not  dealing  with  Venezu- 
ela. Banks  from  Latin  American  countries  are  not  similarly 
restricted.  Treatment  of  already  established  foreign- 
owned  banks  in  Venezuela  depends  on  whether  more 
than  20  percent  of  the  bank's  capital  is  held  by  the  foreign 
bank.  When  the  foreign  bank  has  a  previously  acquired 
affiliate  relationship  involving  less  than  20  percent 
ownership,  the  affiliate  receives  the  same  treatment  as 
domestic  banks.  When  more  than  20  percent  of  the 
bank's  stock  is  foreign-owned,  the  bank  is  subject  to 
restrictions  which  affect  its  costs,  earnings,  and  market 
share.  There  are  no  indications  that  present  Venezuelan 
laws  and  regulations  affecting  foreign  banks  will  soon  be 
changed. 
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29.  The  Andean  Pact  Nations 


Introduction 

The  Andean  Pact  (Cartagena  Agreement)  of  1969  is,  in 
broadest  terms,  an  attempt  to  establish  a  regional  Latin 
American  common  market  among  the  member  nations; 
Bolivia,  Colombia,  Ecuador,  Peru,  Venezuela  and, 
originally,  Chile.  In  addition  to  seeking  to  secure  the 
economic  and  bargaining  advantages  that  accrue  to  a 
sizeable,  integrated  free  trade  area,  the  Pact  attempts  to 
impose  some  direction  and  order  on  the  historically 
controversial  issue  of  foreign  investment  in  Latin 
America.  Thus,  the  Andean  Foreign  Investment  Code' ,  an 
important  part  of  the  overall  Pact,  urges  common 
adherence  to  strict  rules  governing  foreign  investment  in 
member  nations.  Those  rules  severely  limit  foreign 
ownership  in  key  economic  sectors 

Although  the  main  focus  of  the  Investment  Code  was 
on  the  manufacturing  and  extractive  sectors,  other 
economic  activities,  including  the  financial  sector,  were 
affected.  Key  phrases  in  the  Investment  Code,  as  they 
apply  to  banking  are:  National  Investor  — a  government, 
enterprise  or  individual  native  to  one  of  the  Andean  Pact 
Nations-,  National  Enterprise  — an  enterprise  in  which 
more  than  80  percent  of  the  capital  is  owned  by  National 
Investors  and  the  technical,  financial  and  managerial 
direction  of  which  reflects  that  ownership:  Joint  Ven- 
ture—an enterprise  in  which  51  to  80  percent  of  the 
capital  is  owned  by  National  Investors:  and  Foreign 
Enterprises  — ones  in  which  less  than  51  percent  of  the 
capital  IS  owned  by  National  Investors. 

Using  those  definitions.  Article  42  of  the  Investment 
Code  stipulated:  1 )  No  new  foreign  investment  was  to  be 
admitted  in  the  insurance,  commercial  banking  or  other 
financial  sectors  after  the  code  came  into  force  (1969): 
and  2)  Foreign  banks  already  operating  in  member 
nations,  in  order  to  continue  receiving  local  deposits  of 
any  kind,  would  have  to  become  National  Enterprises 
within  3  years  by  selling  down  their  ownership  so  that  at 
least  80  percent  of  outstanding  shares  were  in  the  hands 
of  National  Investors.  Profits  generated  from  existing 
foreign    investment    were    restricted;    reinvestment   of 


'  Formally.  Decision  No  24  of  the  Comision  del  Acuerdo  de  Cartagena 
Common  Treatment  on  Foreign  Capital.  Trademarks.  Patents.  Licensing 
Agreements  and  Royalties  Ttie  key  sections  of  Decision  24  as  it  applies 
to  banking  are  Articles  42  and  44 

■A  foreigner  wtio  continuously  resides  in  an  member  nation  for  more 
than  one  year  and  wfio  formally  waives  Itie  right  to  re-export  capital  or 
remit  profits  abroad  may  also  gam  the  status  of  National  Investor 


earnings  could  not  exceed  5  percent  of  capital  annually, 
and  profit  repatriation  could  not  exceed  14  percent  of 
capital  annually.'  Those  restrictions  apply  only  to  non- 
Andean  Pact  enterprises,  individuals  and  governments. 
Thus,  the  Andean  Investment  Code  is  philosophically 
restrictive  and,  if  rigorously  applied,  would  virtually 
exclude  foreign  commercial  banking  operations,  as  well 
as  merchant  or  investment  banking  operations,  except 
those  willing  to  operate  in  the  market  as  minority 
shareholders  in  indigenous  banks. 

In  reality,  however,  the  Andean  Investment  Code  has 
not  produced  the  intended  uniformity.  Member  nations 
have  moved  in  diverse  and  often  contradictory  directions. 
That  is  possible  because  Article  44  of  the  Code  provides  a 
potentially  very  large  escape  clause.  Article  44  states, 
"When  in  the  opinion  of  (a  member)  country  special 
circumstances  exist,  said  country  may  apply  rules 
different  from  those  contemplated  in  (the  Investment 
Code)." 

It  is  not  surprising,  therefore,  given  the  differing 
economic  circumstances  and  philosophies  among 
member  nations,  that  practical  implementation  of  the 
Code  has  varied  widely  from  one  country  to  another. 
Furthermore,  during  the  10  years  that  the  Pact  has 
existed,  individual  countries  have,  at  times,  shifted  policy 
dramatically.  Chile,  for  example,  was  a  charter  member  of 
the  Pact  and  initially  enforced  the  Investment  Code  so 
rigorously  that  it  caused  a  large  exodus  of  foreign  capital 
and  a  virtual  cessation  of  foreign  banking  within  its 
borders.  In  1975,  however,  it  changed  its  policy  to 
become  highly  receptive  to  foreign  investment  including 
banking  and  withdrew  from  the  Andean  Pact  to  escape 
the  restrictive  foreign  investment  provisions.  By  contrast, 
Venezuela,  which  did  not  joint  the  Andean  Pact  until  6 
years  after  its  inception,  has  become  one  of  the  most 
restrictive  interpreters  of  the  Investment  Code. 

Thus,  generalization  about  the  climate  for  foreign 
banking  in  the  Andean  nations  is  not  possible.  Those 
nations  can  be  discussed  only  on  a  current,  country  by 
country  basis. 

Bolivia 

The  Bolivian  commercial  banking  sector  is  the  smallest  in 
the  Andean  nations  (see  Table  29.1 )  and  is  characterized 


■  Those  percentages  were  changed  to  7  and  20  percent,  respectively,  in 
1976 
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by  a  mix  of  both  state-owned  and  privately  held  banks. 
State-owned  banks,  which  account  for  about  25  percent 
of  total  banking  assets,  are  specialized  banks  geared  to 
provide  developmental  credit  to  specific  sectors  of  the 
economy.  Thirty-three  percent  of  total  private  banking 
assets  are  held  by  the  six  foreign  banks  operating  in 
Bolivia:  three  U.S.,  one  Argentinian,  one  Brazilian  and 
one  Peruvian.  The  three  U.S.  banks  operate  through  six 
branches,  and  hold  about  one-third  of  all  foreign  bank 
assets,  /.e.,  about  1 0  percent  of  total  orivate  bank  assets. 

The  33  percent  market  share  held  by  foreign  banks  has 
declined  substantially  from  59  percent  in  1 969,  when  the 
Andean  Pact  was  signed.  It  should  not  be  inferred, 
however,  that  the  Andean  Code  has  been  employed  to 
discourage  foreign  banking.  Significantly,  two  of  the  six 
US-  branches  were  opened  as  recently  as  1975.  Bolivia 
has,  in  fact,  elected  to  ignore  all  major  provisions  of  the 
Code,  including  the  mandate  for  progressive  transfer  of 
shares  to  National  Investors.  Thus,  Bolivian  policy  must 
be  ranked  as  one  of  the  more  liberal  among  Andean 
member  nations. 

The  one  Andean  Pact  provision  which  Bolivia  has 
applied  to  foreign  banking  is  the  ceiling  on  annual 
repatriation  of  profits.  A  number  of  other  restrictions  are 
imposed  on  foreign  banking  operations.  Although  those 
restrictions  are  discriminatory  against  foreign  banks,  they 
do  not  appear  to  be  based  on  common  Andean 
investment  principles.  One  such  restriction  establishes  a 
maximum  debt  to  capital  ratio  of  20:1  for  foreign  banks, 
Bolivian  banks  can  operate  at  a  30:1  ratio.  Similarly,  initial 
capital  required  for  foreign  branches  IS  twice  that  required 
of  indigenous  banks,  although  both  figures,  approximately 
$2  million  and  $1  million,  are  moderate.  Bolivian  law  also 
imposes  constraints  on  the  term  structure  of  foreign 
banks'  loan  portfolios.  Further,  they  are  required  to 
allocate  25  percent  of  total  loans  to  industrial  and 
manufacturing  term  credit,  more  than  is  required  of 
domestic  banks.^ 


■"These  and  other  Bolivian  regulations  are  cited  in  Chapter  6 

Table  29.1 

Andean  Nations'  Banking  Assets*.  September  1978 

(U.S.  dollars  in  millions) 


Country 


Assets 


Bolivia $      658.6 

Colombia 3,667.8:|: 

Ecuador 1 ,543.7 

Peru  1,014.4 

Venezuela  1 4,599.1 

Chilet 3,660.6 


■  Excludes  private  bank  claims  on  domestic  government  and  govern- 
ment-related agencies 

t  Former  Andean  Pact  tVlember 

t^s^  Quarter  1978 

SOURCE    IMF,  Intetnalional  Financial  Sialislics^ 


There  is  no  evidence  that  any  of  those  restrictions  have 
ever  been  applied  unevenly  among  various  foreign 
nations.  U.S.  banks  operating  in  Bolivia  have  been  able  to 
function  effectively  in  spite  of  them.  To  date,  the  relatively 
small  size  of  the  Bolivian  economy  seems  to  be  the  sole 
factor  limiting  foreign  banking  presence. 


Colombia 

When  the  Andean  Pact  was  signed,  a  well  established 
foreign  banking  presence  existed  in  Colombia.  For  the 
first  few  years  after  the  signing,  the  government  largely 
ignored  the  Investment  Code,  enforcing  little  more  than 
the  rule  defining  maximum  permissible  repatriation  of 
earnings.  By  the  mid-1970's,  however,  official  policy  had 
become  more  nationalistic  and,  in  December  1975, 
Colombian  Law  No,  55  was  passed,  moving  that  nation 
very  far  toward  full  compliance  with  Andean  Pact 
philosophy  on  foreign  financial  institutions. 

Law  No.  55  gave  foreign  banks  3  years  to  sell  their 
ownership  down  to  a  maximum  of  49  percent.  Moreover, 
It  prohibited  any  capital  expansion,  whether  by  new  direct 
investment  or  reinvestment  of  earnings.  When  the  law 
was  passed,  three  U.S.  banks  were  operating  in 
Colombia.  Two  operated  through  direct  branches  while 
the  other  operated  through  49  percent  ownership  in  a 
local  affiliate.  All  three  had  extensive  branch  networks 
throughout  the  country.  The  two  American  banks  with 
branches  were  faced  with  the  immediate  problem  of 
divesting  themselves  of  51  percent  of  their  ownership  or, 
alternatively,  issuing  additional  capital  to  be  sold  to 
National  Investors  until  the  desired  ownership  was 
achieved.  The  second  option  proved  more  attractive 
because  the  transition  occurred  during  a  period  of 
restrictive  monetary  policy  when  lending  limits  could 
effectively  be  increased  only  by  increasing  capital. 

The  three  U.S.  banks,  however,  have  faced  a  more 
serious  long-run  problem  as  a  result  of  the  new  law.  The 
prohibition  on  new  foreign  investment  means  that,  once  a 
foreign  bank  has  reached  its  49  percent  maximum  equity, 
it  has  two  rather  unpalatable  options:  it  can  maintain  its  49 
percent  position  and  forfeit  further  asset  growth,  thus 
holding  an  ever  smaller  share  of  the  market  over  time;  or  it 
can  grow  by  soliciting  new  local  capital,  thus  causing  its 
ownership  percentage  to  continually  decline. 

To  date,  7  months  after  the  deadline  of  Law  No.  55,  two 
of  the  U.S.  banks  have  managed  to  retain  49  percent 
ownership,  while  the  third  has  slipped  from  49  percent  to 
just  over  30  percent.  Officials  at  all  three  banks  have 
expressed  serious  concern  over  their  ability  to  retain 
effective  managerial  control  under  those  conditions,  and 
some  have  voiced  their  desire  to  cease  operations  in 
Colombia  if  such  control  is  eroded. 

Faced  by  this  situation,  the  government  of  Colombia,  in 
March  of  this  year  moved  to  modify  Law  No.  55  to  allow 
some  percentage  of  a  foreign  affiliate's  retained  earnings 
to  be  reinvested.  That  appears  to  be  a  compromise  move 
to  stem  the  potential  complete  withdrawal  of  foreign 
investment  in  Colombian  banking  and  retain  the  essential 
Andean  Code  restrictions  prohibiting  a  significant  in- 
crease in  foreign  banking  presence.  As  such,  if  may  not 
work.  To  date,  the  foreign  banking  community  is  largely 
uncertain  about  many  aspects  of  the  modification.  Among 
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the  uncertainties  are  the  questions  of  what  percentage  of 
earnings  may  be  reinvested,  and  whether  the  percentage 
will  apply  to  all  earnings  or  only  that  portion  attributable  to 
the  foreign  component  of  a  banks  capitalization. 
Requests  for  clarification  have,  so  far,  gone  unanswered. 

Whatever  the  resolution,  serious  problems  will  still 
exist  for  foreign  banking  in  Colombia.  Because  further 
investment  can  come  only  from  earnings,  an  obvious 
difficulty  arises  during  periods  when  profits  are  low  or 
nonexistent.  Even  in  good  years,  the  flow  of  earnings  may 
not  allow  the  capital  growth  necessary  to  maintain  a 
competitive  market  position.  Further,  foreign  banks  face 
additional  discriminatory  problems.  Although  Colombian 
banks  can  follow  straight  earnings  retention  and  pay  only 
income  tax,  it  appears  that  foreign  banks  will  be  required 
to  reinvest  from  dividend  earnings  which  are  taxed  at  a 
higher  rate. 

The  survey  undertaken  for  this  study  indicated  a 
substantial  U.S.  interest  in  entering  the  Colombian 
banking  market.  Such  entry  is,  of  course,  impossible 
under  the  current  Colombian  ban  on  new  foreign 
investment.  The  restrictions  discussed  above  and  a 
business  environment  characterized  by  foreign  bankers 
as  difficult,  highly  bureaucratic,  and  complicated  by  a 
host  of  legal/regulatory  contradictions,  do  not  bode  well 
for  a  viable  and  active  foreign  banking  presence  in 
Colombia  in  the  years  ahead.  Freedom  of  entry  and 
equality  of  competitive  opportunity  are  clearly  absent  as  a 
matter  of  law  and  stated  policy  and  the  overall  climate  is 
highly  restrictive. 

Ecuador 

Ecuador's  application  of  the  Andean  Investment  Code 
has  been  sporadic  and  selective.  Article  44,  the  escape 
clause,  has  been  invoked  to  circumvent  the  requirement 
to  sell  down  equity,  so  that  the  foreign  branch  banking 
network  that  existed  prior  to  the  Andean  Pact  continues  to 
exist  and  grow.  Two  U.S.  banks  operate  branch  networks 
in  Ecuador,  one  with  1 0  branches  and  the  other  with  three; 
two  other  foreign  banks  also  operate  in  the  country— one 
Dutch  and  one  British.  Many  foreign  banks  have  entered 
the  country  through  representative  offices  in  recent 
years. 

On  the  other  hand,  many  of  the  principles  of  the 
Investment  Code  have  been  applied  to  some  degree, 
either  by  adoption  of  laws  or  by  unwritten  administrative 
practice.  No  new  foreign  branch  operations  have  been 
allowed  since  1969  and  widespread  local  opinion 
confirms  that  no  further  applications  would  be  consi- 
dered. Similarly,  new  non-Andean  equity  participation  in 
indigenous  banks  has  not  been  permitted  beyond  the  20 
percent  limitation,  except  in  one  case  when  a  local  bank 
was  failing. 

Existing  foreign  branches  in  Ecuador  have  been 
subject  to  a  number  of  the  Investment  Code  provisions  as 
well  as  other  restrictions.  Foreign  banks  may  accept  retail 
deposits  only  in  the  form  of  demand  deposits.  They  also 
face  foreign  currency  reserve  requirements  of  50 
percent,  compared  to  35  percent  for  local  banks,  and  can 
give  guarantees  up  to  only  100  percent  of  paid-in  capital 
and  reserve  funds,  compared  to  150  percent  for  local 
banks.  As  in  many  other  Andean  nations,  existing  foreign 
banks  may  increase  their  capital  only  from  locally  earned 


profits  and  dividends,  and  additional  branch  locations, 
although  not  proscribed  by  law,  have  not  been  approved. 
Finally,  foreign  branches  must  invest  25  percent  of  their 
portfolios  in  low  yielding  government  bonds  while  the 
requirement  for  local  banks  is  only  20  percent. 

Somewhat  paradoxically,  in  1976,  Ecuador  passed  a 
law  which  encourages  foreign  participation  in  other 
financial  activities,  particularly  in  investment  and  mer- 
chant banking.  In  two  provinces,  ownership  up  to  25 
percent  is  allowed,  and  in  the  other  provinces  ownership 
up  to  49  percent  is  allowed.  Official  treatment  of  such 
applications  has  been  expeditious.  Bank  of  America,  for 
example,  has  |ust  been  granted  approval  for  the  creation 
of  an  investment  banking  firm  in  which  it  will  have  20 
percent  ownership. 

Thus,  the  climate  for  foreign  banking  in  Ecuador  in 
somewhat  more  hospitable  than  that  of  most  Andean 
nations.  Bankers  currently  operating  there  have  charac- 
terized overall  conditions  as  "fairly  good."  Nonetheless, 
the  regulatory  approach  of  the  government  has  been  at 
times  vague  and  highly  interpretive  and,  on  some  counts, 
very  discriminatory.  Although  foreign  banks  already, 
established  in  Ecuador  are  able  to  compete  with  domestic 
banks,  entry  into  the  market  is  almost  totally  denied. 

Peru 

Peruvian  policy  regarding  foreign  investment  in  banking  is 
difficult  to  summarize  and  apparently  quite  contradictory. 
Andean  Investment  Code  philosophy,  for  example, 
was  anticipated  by  Peru's  passage  of  a  law  in  1968 
prohibiting  any  new  foreign  commercial  banking  in 
branch,  subsidiary,  or  affiliate  form  .  Further,  in  November 
1971,  Peru  became  one  of  the  first  Andean  nations  to 
legally  encode  the  mandatory  sell-down  of  equity  by 
foreign  banking  interests  to  20  percent  or  less. 

Yet,  paradoxically  for  such  an  apparently  tough  policy 
stance,  the  government  subsequently  enforced  that  law 
only  for  subsidiary  and  affiliate  operations,  excluding 
branches  even  though  they  were  included  in  its 
provisions.  Branches  were  informed  that  in  order  to 
continue  operating  in  Peru  they  would  have  to  greatly 
increase  their  capitalization  through  new  direct  foreign 
investment,  in  some  cases  by  as  much  as  five  times.  That 
edict  prompted  some  home  offices  to  close  down  their 
Peruvian  branches  and  depart  the  country.  Those 
remaining,  including  two  U.S.  banks  operating  through 
three  branches,  met  the  requirement  and,  moreover,  have 
been  fairly  free  to  expand  their  capital  bases  in  the 
intervening  years.'  This  is  in  marked  contrast  to  other 
Andean  nations  which  have  uniformly  limited  or  pro- 
scribed new  investment  or  reinvestment  of  earnings. 

In  addition  to  encouraging  growth  in  capital,  however, 
the  1 971  law  imposed  many  serious  operating  restrictions 
on  foreign  branches.  Foreign  branches  may  not  accept 
savings  deposits,  and  permission  for  additional  branch 
locations  has  been  consistently  denied.  The  law  further 
requires  foreign  branches  to  extend  two  lines  of  foreign 
exchange  credit  to  the  Peruvian  Government— one  equal 


^In  fact,  another  round  of  government  mandated  capital  increases  is 
slated  for  1980 
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to  twice  their  capital  base  and  the  second  equal  to  their 
increase  in  local  deposits  beyond  a  1 970  base  period.  No 
more  than  20  percent  of  annual  earnings  may  be 
repatriated  and  foreign  banks  are  subject  to  higher  tax 
rates  than  indigenous  banks.  Finally,  foreign  branches  are 
required  to  contribute  to  the  government  export  financing 
fund  on  the  same  terms  as  local  banks,  but  loans  are 
allocated  only  to  local  banks.*^ 

Those  restrictions  remain  in  effect  and  the  government 
of  Peru  shows  no  signs  of  softening  them,  despite 
repeated  approaches  by  the  foreign  banking  community. 
In  another  apparent  contradiction,  however,  government 
officials  indicated  early  this  year  that  the  long-standing 
policy  of  excluding  further  new  branch  entries  would  soon 
be  relaxed.  Reliable  information  suggests  that,  in  fact, 
applications  have  been  approved  for  three  new  foreign 
branches— one  U.S.,  one  Gerrhan  and  one  Japanese. 

Thus,  although  Peru  took  an  early  and  energetic  lead  in 
implementing  the  Investment  Code,  the  government  may 
now  be  moving  in  the  direction  of  liberalization,  at  least 
with  regard  to  new  entry  into  the  market  The  considerable 
operating  restraints  remain  intact,  however,  and  continue 
to  effectively  deny  equal  competitive  opportunity  to 
foreign  banking  operations. 

Venezuela 

Venezuela  has  by  far  the  largest  banking  market  of  any  of 
the  Andean  Pact  nations  and  has  been  identified  by  many 
U.S.  banks  as  a  prime  area  of  interest  for  overseas 
operations.  Because  of  severely  restrictive  laws,  howev- 
er, foreign  banks  hold  a  very  small  percentage  of  the 
market  and  the  prospects  for  increasing  that  share 
through  expansion  or  new  entry  are  not  good.  There  are 
currently  only  two  U.S.  banks  conducting  commercial 
banking  in  the  country,  one  operating  through  four 
branches,  and  one  with  a  20  percent  interest  in  an 
affiliate.' 

Venezuela  did  not  join  the  Andean  Pact  until  4  years 
after  its  inception  in  1 969  but,  thereafter,  moved  quickly  to 
become  the  most  stringent  interpreter  of  its  investment 
provisions.  A  banking  law  passed  in  1975allowsaforeign 
branch  to  enter  the  country  only  if  the  capital  of  the  parent 
bank  is  totally  Venezuelan,  a  provision  that  is  both 
logically  inconsistent  and  extremely  unlikely  to  have  any 
actual  application.  Other  Latin  American  countries  are 
exempt  from  that  provision,  but  banks  from  those 
countries  may  enter  only  on  the  basis  of  one-for-one 
reciprocity.  The  law  permits  up  to  20  percent  foreign 
equity  participation  in  indigenous  banks  in  accordance 
with  the  common  investment  code  but,  in  practice,  the 
government  has  not  permitted  even  that. 

Foreign  banks  existing  in  Venezuela  before  the  1975 
law  were  given  two  options:  they  could  sell  down  to  20 
percent  ownership  and  continue  operating  on  the  same 
terms  as  indigenous  banks,  or  they  could  retain  their  level 


'^The  volume  of  that  business  is  sufficiently  large  that  this  issue  ranks 
near  the  top  of  the  list  of  concerns  of  foreign  bankers  in  Peru 
Significantly,  the  Peruvian  Central  Bank  has  lent  its  support  to  their 
position,  but  to  date  no  official  policy  change  seems  likely 

'  For  a  fuller  description  of  the  banking  sector  size  and  structure,  see 
Chapter  28  of  this  study 


of  ownership  and  operate  under  special  restrictions. 
Those  restrictions  included  a  prohibition  against  any  new 
branches  and  a  revocation  of  their  right  to  accept  savings 
deposits.  Expansion  of  capital  from  any  source  was  also 
prohibited  and  foreign  exchange  trading  privileges  with 
the  central  bank  were  revoked.  Finally,  foreign  banks 
were  deemed  ineligible  to  hold  government  deposits  and 
were  permitted  to  hold  liabilities  totalling  only  up  to  six 
times  paid  capital  and  reserves— the  ratio  is  20  to  one  for 
Venezuelan  banks. 

Despite  those  draconian  measures,  four  foreign  banks 
have  maintained  their  branch  operations  in  Venezuela. 
Given  the  freeze  on  new  branch  outlets,  however,  it  is 
difficult  to  imagine  that  their  competitive  position  will  not 
deteriorate  as  indigenous  banks'  offices  continue  to 
proliferate. 

The  sole  advantage  accruing  to  foreign  banks  in 
Venezuela  is  that  they  are  permitted  to  engage  in  offshore 
banking  activities  while  local  banks  are  not.  Freedom  of 
entry  and  equality  of  competitive  opportunity  for  foreign 
banks  are  almost  totally  absent. 

Chile 

Chile  withdrew  from  Andean  Pact  membership  in  1 975.  It 
was  an  original  signatory  to  the  Cartagena  Agreement, 
however,  and  the  Marxist  government  which  took  office  in 
1970  moved  quickly  to  virtually  exclude  foreign  banking 
from  the  Chilean  economy.  With  the  exception  of  the 
Banco  do  Brasil,  which  remained  as  the  sole  foreign  bank, 
non-local  banking  interests  were  required  to  sell  their 
entire  shareholdings  to  local  parties 

Following  the  change  in  government  in  1973,  foreign 
banks  were  officially  encouraged  to  return  and,  by  1975, 
they  had  begun  to  reestablish  themselves  in  the  market. 
During  that  period  Chile  withdrew  from  membership  in  the 
Andean  Pact  because  it  found  the  Investment  Code 
increasingly  at  odds  with  its  attempts  to  attract  new 
foreign  investment  in  all  economic  sectors.  In  1978,  Chile 
adopted  a  new  general  banking  law  (Decree  Law  252) 
which  stands  as  a  landmark  piece  of  liberal  banking 
legislation.  Article  30  of  the  law,  for  example,  specifies  full 
parity  of  treatment  for  foreign  financial  institutions.  Free 
foreign  investment  in  branches,  subsidiaries  and  shares 
of  indigenous  banks  is  guaranteed,  and  foreign  banking 
interests  are  granted  the  right  to  remit  full  net  profits  from 
the  outset,  and  full  capital  investment  after  3  years.  The 
right  to  increase  capitalization  is  unlimited,  and  tax  rates 
are  fixed  for  1 0  years  after  entry. 

In  adopting  those  laws,  Chile  is  expressly  attempting  to 
establish  itself  as  the  international  financial  center  of  Latin 
America,  The  effort  seems  to  be  working.  There  are  now 
eight  foreign  banks  operating  commercial  bank  branches 
in  the  country  — three  Brazilian,  two  Spanish,  and  three 
U.S.  Two  additional  U.S.  branch  applications  have 
recently  been  approved,  as  have  one  U.S.  application  for 
merchant  banking  operations  and  three  applications  for 
representative  offices.  Foreign  investment  is  also  prolifer- 
ating in  bank-related  activities  such  as  consumer  finance. 

The  application  procedure  for  branches  has  been 
streamlined  to  the  point  where  the  entire  process  takes 
only  about  1 2  weeks.  U.S.  bankers  have  characterized  the 
local  climate  as  the  most  progressive  and  least  cumber- 
some of  any  Latin  American  nation.  Law  252  specifically 
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subjects  foreign  financial  institutions  to  ttie  same  Ctiilean 
laws  and  regulations  that  apply  to  their  indigenous 
counterparts^  With  that  provision  and  the  unrestricted 
freedom  of  entry  into  the  market,  Chile  has  effectively 
accorded  full  equality  of  competitive  opportunity  to 
foreign  banking  operations. 

Summary  Assessment 

The  Investment  Code  of  the  Andean  Pact,  embodied  the 
member  nations'  intent  to  restrict  foreign  presence  in  their 
banking  sectors  and  has  had  mixed  success.  By 
providing  a  common  philosophic  commitment  to  greater 
local  ownership  of  financial  enterprises,  it  has  undoubted- 
ly provided  impetus  to  the  restrictive  and  exclusionary 
measures  which  had  begun  to  appear  in  the  late  1960's. 
Indeed,  two  of  the  current  five  member  nations  are 
virtually  closed  to  any  significant  foreign  banking 
presence  and  the  remaining  members  have  variously 
thwarted  the  growth  of  foreign  banking  by  applying  a  wide 


variety  of  operating  restrictions.  U.S.  and  other  foreign 
banking  operations  would  unquestionably  be  much  larger 
today  in  the  Andean  nations  if  they  had  been  free  to 
develop  over  the  last  decade. 

Throughout  the  life  of  the  Andean  Pact,  however,  there 
has  been  a  hesitancy  on  the  part  of  many  of  the  highly 
diverse  member  governments  to  fully  implement  its 
provisions  and  an  implied  recognition  of  the  benefits  that 
accrue  to  host  nations  from  active  foreign  banking 
presence.  Recent  policy  changes  noted  in  this  chapter 
suggest  that  that  awareness  is  growing  as  the  nationalism 
of  the  last  decade  recedes. 

Encouraging  Pan  American  trade  in  banking  services  is 
a  worthwhile  diplomatic  goal  and  would  constitute  a 
mutually  beneficial  step  forward.  Such  action  would  not 
endanger  the  potential  gains  for  Andean  member  states  if 
the  Pacts  provisions  are  directed  toward  positive 
objectives,  such  as  free  intermember  trade  and  common 
developmental  programs. 


Ill 


30.  The  Arab  Countries 


The  petroleum-based  wealth  emanating  from  the  Middle 
East  has  caused  that  region  to  become  a  major 
participant  in  world  financial  markets  as  well  as  a  major 
importer  of  goods  and  services.  Despite  those  develop- 
ments, U.S.  and  other  foreign  banking  presence  in  the 
Arab  countries  is  considerably  smaller  than  might  be 
expected. 

That  IS  because,  in  general,  the  Arab  nations  provide  a 
less  than  hospitable  climate  for  foreign  banking.  Entry 
barriers  and  operating  restrictions  are  common  and,  in 
some  cases,  further  foreign  and  domestic  licensing  has 
been  prohibited  by  local  officials  that  believe  their  country 
is  "overbanked."  Some  Arab  countries'  domestic  econo- 
mies seem  thin  in  terms  of  commercial  and  industrial 
development  relative  to  the  number  of  banks  operating  in 
them,  and  there  have  been  some  instances  of  bank 
failures.  A  cautious  approach  to  new  bank  licensing  may 
be  appropriate  in  the  absence  of  effective  governmental 
bank  examination  and  regulatory  expertise. 

"Overbanked"  is  a  common  euphemism  for  restrictive 
protectionism,  however,  and  free  market  forces  can 
generally  be  counted  on  to  prevent  the  unprofitable 
proliferation  of  banking  outlets  Nationalism  seems  a 
more  plausible  explanation  for  Arab  banking  policy.  In 
some  instances,  national  political  ideology  is  hostile  to 
Western  institutions.  More  frequently,  national  aspirations 
toward  modern,  indigenous  financial  and  banking 
systems  are  a  factor.  Most  Arab  nations  are  |ust 
developing  such  infrastructures,  and  view  restriction  of 
foreign  banking  as  a  means  of  nurturing  their  domestic 
institutions. 

No  generalizations  regarding  the  Arab  nations  can  be 
taken  too  far.  The  area  is  not  an  homogeneous  group  of 
nations  and  many  cultural,  political  and  economic 
differences  exist.  In  terms  of  receptiveness  to  foreign 
banking,  Syria.  Iraq  and  Kuwait  stand  at  one  end  of  the 
spectrum,  practicing  total  exclusion.  There  is  no  foreign 
presence  in  any  of  those  countries  and,  with  the 
exception  of  representative  offices  in  Syria,  entry  is  not 
permitted  in  any  organizational  form,  Syria  and  Iraq  have 
nationalized  banking  systems  and  permit  no  private 
commercial  banking.  Although  the  situation  in  Iran  is  in  a 
state  of  flux,  that  nation  appears  to  be  moving  toward  a 
similar  policy. 

A  second  group  of  Arab  nations— Oman.  Qatar,  Saudi 
Arabia,  the  United  Arab  Emirates,  Bahrain,  and  Jordan- 
has  moratoriums  on  new  foreign  banking  licenses  All 
of  those  nations  have  some  foreign  commercial  banking 
presence,  and  most  apply  the  licensing  ban  to  domestic 
enterprises  as  well.  Oman,  for  example,  has  limited  the 
number  of  banks  that  may  operate  to  20.  That  limit  has 


now  been  reached  with  6  domestic  and  1 4  foreign  banks 
operating  in  the  market.  A  recent  law  requires  that  any 
additional  banks,  if  and  when  they  are  allowed,  must  be  at 
least  51  percent  Omani-owned.  Similarly.  Oatar,  with  14 
banks,  has  declined  to  license  any  new  foreign  banks  for 
some  years.  Before  that,  its  policy  had  been  to  admit  one 
bank  from  each  foreign  country.  British  banks  have 
received  preferential  treatment  over  other  foreign  banks 
in  that  country,  and  foreign  banks  generally  are  subjected 
to  many  discriminatory  operating  restrictions  not  applied 
to  local  banks, 

Saudi  Arabia  has  also  closed  the  doors  to  additional 
foreign  commercial  banking.  Only  one  U,S,  bank  has 
been  admitted  into  that  country  and  it,  like  other  foreign 
banks,  has  not  yet  been  allowed  new  branch  locations.  A 
policy  of  "Saudinization"  has  been  adopted  which  will 
oblige  foreign  banks  to  sell  at  least  60  percent  of  their 
ownership  to  Saudis.  In  return  for  this  divestiture,  foreign 
banks  will  be  granted  permission  to  increase  their  capital 
bases  and  to  establish  additional  branches.  The  U.S.  bank 
operating  there,  for  example,  is  expected  to  receive 
permits  for  four  new  full  branches  as  well  as  a  chain  of 
"mini-branches"  throughout  the  country,  and  will  be 
granted  a  threefold  increase  in  its  capitalization.  The 
United  Arab  Emirates,  following  a  period  of  rapid  banking 
expansion  which  led  to  several  bank  failures  in  1977, 
have  discouraged  any  growth  in  foreign  or  domestic 
banking  operations  since  that  time.  In  addition  to 
prohibiting  new  entry,  major  operating  restraints,  some  of 
which  are  discriminatory  against  foreign  banks  and  some 
of  which  are  applied  generally,  have  been  introduced  to 
slow  the  growth  of  the  commercial  banking  sector, 

Bahrain  and  Jordan,  which  have  also  banned  further 
commercial  bank  licensing  for  the  foreseeable  future, 
differ  from  other  nations  in  this  group,  however,  by  the 
open  and  generally  nondiscriminatory  treatment  they 
have  accorded  and  continue  to  accord  to  foreign  banking. 
In  both  countries,  foreign  banks  have  been  free  to 
compete  equally  with  domestic  banks  and  banking 
regulators  have  been  characterized  as  open-minded  and 
reasonable. 

The  third  major  group  of  Arab  nations— Lebanon,  Egypt 
and  the  Yemen  Arab  Republic— is  characterized  by 
freedom  of  foreign  entry  and  a  generally  liberal  regulatory 
climate.  Although  foreign  banking  presence  is  small  in  the 
Yemen  Arab  Republic,  this  is  apparently  due  to  the  limited 
market  size  of  the  country.  Obstacles  to  acquiring  partial 
ownership  of  indigenous  banks  exist,  but  freedom  of 
branch  entry  appears  to  exist,  Lebanon  has  a  sizeable 
financial  sector  with  over  70  licensed  banks,  many  of 
which  are  foreign.  Although  regulations  are  now  being 
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drawn  up  to  partially  limit  the  number  ot  branch  outlets 
allowed  to  foreign  banks,  entry,  expansion  and  operating 
conditions  have,  to  date,  been  very  favorable. 

Egypt  IS  perhaps  unique  among  the  Arab  nations  as  it 
recently  has  moved  steadily  toward  a  more  open  and 
liberal  climate.  After  more  than  two  decades  of  total 
exclusion,  a  banking  reform  law  passed  in  1 974  paved  the 
way  for  foreign  banks  to  enter  the  country.  There  are  now 
over  60  foreign  banks  operating  in  Egypt  in  |oint  venture, 
branch  or  representative  office  forms.  Entry  and  branch 
expansion  seem  to  be  unhampered  and  major  operating 
restrictions  imposed  to  protect  domestic  banking  during 
the  post-1 974  transition  have  been  removed.  Full  national 
treatment  for  foreign  banking  does  not  yet  exist,  but 
Egyptian  policy  is  moving  in  that  direction. 

One  rather  unusual  practice  found  in  many  Arab 
nations  is  the  contracting  of  complete  management 
teams  from  Western  banks  to  run  indigenous  banks.  That 


device  has  permitted  access  to  modern  banking 
managerial  expertise  and  technology  in  countries  where 
foreign  banks  are  excluded.  U.S.  banking  in  the  Middle 
East  is  sometimes  faced  with  problems  when  host 
governments  attempt  to  involve  U.S.  banks  in  the 
implementation  of  Arab  government  boycotts  of  Israel. 
Participation  in  such  boycott  practices  may  result  in 
heavy  penalties  for  US,  banks  under  U.S.  anti-boycott 
laws. 

Thus,  the  Arab  nations  constitute  a  regional  grouping 
with  some  unique  aspects  and  a  high  degree  of  diversity 
in  policy  regarding  international  baking.  Future  movement 
toward  freer  financial  and  banking  sectors  should  be  an 
important  objective  for  Arab  and  non-Arab  countries  alike 
as  these  Middle  Eastern  nations  assimilate  their  new- 
found prominence  in  international  money  markets  and 
world  affairs. 
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31.  The  COMECON  Nations 


The  COMECON  nations  of  Eastern  and  Central  Europe' 
are  highly  restrictive  of  foreign  banking  Some  (East 
Germany,  Hungary,  Poland,  Romania  and  the  USSR.) 
have  permitted  limited  foreign  banking  presence  in  the 
form  of  representative  offices.  Others  (Bulgaria  and 
Czechoslovakia)  are  totally  exclusionary.  Finally,  the  one 
non-Communist  banking  operation  in  all  of  Eastern 
Europe  is  a  single  U.S.  offshore  branch  in  Romania  which 
is  permitted  to  deal  in  hard  currency  transactions  for  the 
sole  purpose  of  facilitating  Romanian  foreign  trade 

The  issue  of  COMECON  exclusionary  practices  is 
rendered  moot  to  some  degree,  however,  by  a  considera- 
tion of  what  activities  Western  banks  would  undertake  in 
these  countries  if  they  were  free  to  enter  their  markets.  In 
Western  economies  monetary  instruments  are  used  to 
channel  funds  from  savers  through  financial  intermediar- 
ies to  investors  and  also  to  help  implement  governmental 
economic  policies.  The  bulk  of  the  market  for  private 
banking  services  is  rooted  in  these  functions.  This  is  not 
the  case  in  the  Eastern  centrally-planned  economies. 
Investment  resources  are  mobilized  by  government 
directives  and  economic  policies  are  generally  imple- 
mented by  direct  governmental  controls  of  wages  and 
prices. 

Thus,  because  of  the  nature  of  the  Eastern  European 
economies  there  is  little  demand  for  services  traditionally 
supplied  by  Western  commercial  and  investment  banks. 
In  addition  to  the  exclusionary  practices  in  COMECON 
nations,  there  is  no  financial  intermediation  and,  there- 
fore, no  significant  retail  banking  market.  Similarly,  loan 
packaging  and  syndicating,  security  underwriting  and 
other  mainstays  of  investment  banking  are  not  used 
There  is  no  foreign  exchange  market  in  the  normal  sense 
as  the  Communist  Bloc  nations  do  not  permit  their 
currencies  to  circulate  freely  beyond  their  borders. 

The  two  markets  existing  in  COMECON  nations  for 
Western  banking  are  the  provision  of  short  to  medium 
term  credits  to  both  suppliers  and  buyers  in  East-West 
trade,  and  medium  to  longer  term  lending  to  Eastern 
European  governments  to  enable  them  to  fund  their 
balance  of  payments  deficits  with  the  Western  industrial 
nations.  Although  operating  margins  on  trade  financing 
are  sometimes  very  narrow,  this  business  has  attracted 
the  interest  of  major  Western  banks  for  several  reasons. 
This  market  is  growing  rapidly  at  a  time  when  the  rate  of 


There  are  additionally  three  non-European  C0IV1EC0N  mehibers 
which  are  not  dealt  with  here  They  are  Cuba.  Viet  Nam  and  Outer 
Mongolia. 


expansion  in  other  areas  of  multinational  banking  has 
slowed  considerably.  The  volume  of  COMECON  borrow- 
ing for  these  purposes  has  been  growing  rapidly. 
COMECON's  gross  debt  to  the  West  has  grown  from 
$17  billion  in  1974  to  over  $59  billion  in  1978,  and  is 
expected  to  continue  to  grow  rapidly  as  East-West 
relations  become  more  open.  Other  foreign  banks  have 
viewed  their  presence  in  Moscow  and  other  COMECON 
capitals  as  being  valuable  in  terms  of  exposure  and 
prestige.  Moreover,  as  satellite  nations  have  softened  in 
their  doctrinaire  approach  to  development,  they  are 
beginning  to  use  Western  long  term  financing  for 
industrial  and  agricultural  expansion.  For  example, 
consortia  loans  to  Czechoslovakia  have  been  syndicated 
on  the  London  market  and  this  area  of  business  is 
expected  to  grow. 

Presently,  however,  foreign  banks  attempting  to 
operate  in  the  COMECON  nations  find  themselves 
frustrated  in  many  respects.  As  noted,  they  are  con- 
strained to  representative  offices  and,  as  such,  are 
prohibited  from  conducting  any  normal  banking  business 
including  the  issuance  of  trade-related  instruments  such 
as  letters  of  credit.  They  are  not  allowed  to  make  direct 
contacts  with  local  businesses,  but  must  deal  with  the 
appropriate  government  bureau  as  an  intermediary. 

Traditional  Communist  distaste  for  the  concept  of 
interest  often  results  in  official  rate  ceilings  below  realistic 
market  rates.  As  a  result,  these  charges  must  be 
negotiated  into  selling  prices.  Access  to  production  and 
financial  records  of  domestic  businesses  is  strictly 
prohibited,  even  to  the  banks  financing  their  trade. 
Further,  COMECON  governments  have  uniformly  refused 
to  incorporate  unconditional  loan  guarantees  and  other 
commonly  accepted  provisions  into  their  contracts. 

Thus,  foreign  banks  in  the  COMECON  nations  are 
accorded  competitive  opportunities  only  to  the  extent 
they  facilitate  host  governments'  trade  and  development 
objectives.  However,  it  should  be  noted  that  there  is  no 
parallel  indigenous  banking  system  receiving  discrimina- 
tory favoritism  by  these  host  governments.  Denial  of 
competitive  opportunities  to  foreign  banks  is  unique  in  the 
case  of  the  Eastern  Bloc,  as  they  are  in  competition  with 
an  institutionalized  system  which  exists  as  an  alternative 
to  private  banking.  Nevertheless,  there  appears  to  be  a 
mutual  recognition  of  a  real  and  growing  need  for  the 
services  of  Western  banks  and  it  is  hoped  that  future 
policies  of  the  COMECON  nations  will  facilitate  trade  in 
this  area,  limited  as  it  may  be. 
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32.  Foreign  Banking  in  the  European 
Economic  Community 


As  documented  in  the  individual  country  chapters  of  this 
study,  member  nations  of  the  European  Economic 
Community  (EEC  or  Common  Market)  have  been  almost 
uniformly  open  and  receptive  to  foreign  banking  in  the 
postwar  period.'  With  the  exception  of  Ireland,  all  EEC 
members  have  accorded  significant  freedom  of  the  entry 
into  their  markets,  and  their  regulatory  treatment  of 
foreign  banking  can  be  described  as  nondiscriminatory. 

The  EEC  has  a  long  range  goal  of  gradual  harmoniza- 
tion of  member  nation  banking  regulation  and  full  mutual 
freedom  of  banking  activities  within  their  common  area. ' 
Additionally,  a  common  policy  vis-a-vis  banks  from  non- 
EEC  nations  will  be  adopted.  To  date,  little  progress  has 
been  made  toward  harmonization  of  banking  laws, 
although  the  EEC  Banking  Commission  is  hopeful  that 
inter-member  branch  licensing  requirements  will  be 
eliminated  within  the  medium  term  future.  That  would 
allow  an  EEC  member  nation  bank  to  begin  operations 
freely  and  without  prior  approval  anywhere  in  the 
Common  Market.  Progress  has  been  made  toward  a 
common  policy  on  banks  from  non-EEC  countries. 
Effective  December  1979,  the  EEC  will  be  authorized  to 
conclude  agreements  with  nonmember  countries  which 
would,  subject  to  reciprocity  considerations,  accord 
foreign-owned  branches  identical  treatment  throughout 
the  Community.-^ 

There  has  been  some  concern  in  the  world  banking 
community  that  the  EEC's  banking  objectives  may 
constitute  the  nucleus  of  a  future  common  policy  which 
would  deny  full  competitive  equality  to  non-EEC  banks 
The  generally  liberal  trade  and  banking  philosophy  of 
most  major  Western  European  nations  would  appear  to 
make  it  unlikely  that  EEC  policy  integration  is  a  harbinger 
of  an  Andean  Pact-type  of  common  front  against  other 
nations'  banking  entry  or  ownership.' 

There  is  some  potential  for  discrimination  in  more 
subtle   and   even   unintentional   forms,   however.   For 


Current  EEC  member  nations  are  Belgium.  Denmark,  France, 
Germany.  Ireland.  Italy.  Luxembourg,  ilie  Netherlands  and  the  United 
Kingdom  Negotiations  are  underway  tor  the  future  membership  of 
Greece.  Portugal  and  Spain 

Article  3  at  the  EEC  Treaty  establishes  the  objective  that,  as  far  as 
possible,  financial  services  should  have  the  same  freedom  of  movement 
throughout  the  member  states  as  persons  or  goods. 

'First  Council  Directive  of  12  December  1977  (77/780/EEC) 
■■See  Chapter  29 


example,  a  member  nation  may  upgrade  or  liberalize  its 
banking  regulations  to  accord  the  required  privileges  to 
other  EEC  members,  but  may  refrain  from  extending 
those  new  provisions  to  non-EEC  nations.  That  oc- 
curred in  1972  when  the  Bank  of  England  announced 
that,  in  the  context  of  the  U.K.'s  entry  into  the  EEC,  U.K. 
clearing  banks  and  foreign  banks  would  be  allowed  to 
merge  with  accepting  houses,  and  that  EEC  bank 
applications  would  receive  more  favorable  treatment  than 
those  from  nonmember  nations.  Until  then,  foreign  banks 
could  own  only  15  percent  of  an  accepting  house  Non- 
EEC  banks  are  still  subject  to  that  limit  while  EEC  banks 
enjoy  the  potential  for  full  merger. 

In  a  more  serious  example,  Ireland,  which  had 
previously  denied  foreign  branch  banking  in  its  domestic 
market,  was  forced  to  grant  that  privilege  to  EEC  banks  as 
a  condition  of  its  entry  into  the  Common  Market.  It  did  not, 
however,  extend  the  new  regulations  to  other  foreign 
banks  and  thus,  they  may  still  enter  the  Irish  market  only 
as  locally  incorporated  subsidiaries.  The  majority  of  their 
directors  must  be  Irish,  and  a  second  banking  outlet 
cannot  be  established  within  7  years  of  the  first.  In  marked 
contrast,  Denmark  took  the  opposite  tack  when  entering 
the  Common  Market,  and  extended  its  EEC  mandated 
branch  privileges  equally  to  all  nations  of  the  world 

It  IS  possible  that  other  common  regulations  could 
produce  discriminatory  effects  on  non-EEC  banks  and 
branches,  [However,  it  should  be  stressed  that  the 
possibility  of  EEC  discrimination  against  non-EEC 
banking  is  purely  conjecture.  Officials  in  the  EEC 
Commission  and  the  European  banking  community  have 
repeatedly  given  assurances  that  there  is  no  such  intent 
in  their  efforts  to  move  toward  a  common  banking  market. 
Harmonization  efforts  are  widely  expected  to  move  very 
slowly  and,  for  the  next  several  years,  probably  will 
revolve  primarily  around  operational  issues  (common 
accounting  standards,  credit  information  exchange,  etc.) 
which  involve  few  implications  for  foreign  banks' 
competitive  opportunities. 

EEC  Commission  authorities  also  share  a  common 
interest  with  U.S.  authorities  in  redressing  instances  of 
third-country  discriminatory  treatment  of  banks  from  both 
the  EEC  and  the  U.S.  In  recent  years,  EEC  officials  have 
pursued  informal  contacts  with  both  Canada  and  Japan 
regarding  the  treatment  of  EEC  member  banks  in  those 
two  nations.  Discussions  between  U.S.  and  EEC  authori- 
ties relating  to  mutual  interests  in  remedial  efforts  are 
continuing. 
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33.  Developing  Countries 


Banking  structure  and  policies  in  developing  countries 
range  from  closed,  nationalized  regimes  to  fully  open  and 
largely  unregulated  systems.  Given  tfie  very  large  number 
of  nations  tfiat  fall  into  this  category,  and  their  extreme 
diversity,  neither  exhaustive  treatment  nor  broad  general- 
izations are  possible  with  respect  to  the  treatment 
accorded  foreign  banks  in  developing  countries  An 
overview  of  the  information  gathered  on  developing 
countries  does,  however,  suggest  that  certain  factors 
tend  to  be  associated  with  the  degree  of  receptiveness  to 
foreign  banking.  Primary  among  these  are  a  country's 
political  orientation,  its  dependence  on  foreign  trade,  and 
its  level  of  development.  Ivloreover,  certain  types  of 
practices  such  as  indigenization  requirements  or  use  of 
foreign  management  expertise  are  common  to  many 
Third  World  nations  Historical  links  may  also  have  an 
impact  on  banking  policy. 

Before  discussing  these  findings,  it  is  perhaps  worth 
examining  briefly— from  both  sides— the  desirability  of  a 
foreign  banking  presence  in  developing  economies, 
because  many  noneconomic  factors  are  present  which 
bear  on  this  issue  and,  indeed,  frequently  outweigh  the 
conclusions  suggested  by  conventional  economic  anal- 
ysis. 

From  the  perspective  of  banking  interests  in  the 
industrialized  nations,  overseas  outlets  in  developing 
countries  may  be  viewed  as  attractive  in  terms  of 
becoming  established  in  markets  with  great  potential 
future  growth  Establishing  a  presence  early  or  before 
restrictions  are  imposed  precluding  further  foreign  entry 
can  be  persuasive  strategic  objectives  On  the  other 
hand,  risks  of  political  instability  and  capricious  govern- 
ment regulations  or  manipulations  loom  large  in  some 
cases.  Further,  thin  local  economies  and  financial 
markets  will  often  render  any  such  outlet  only  marginally 
(or  negatively)  profitable  in  the  medium  term  future.  To 
date,  there  has  been  only  very  limited  US  (and  other 
Western)  interest  in  entering  developing  countries,  and 
generally  only  by  very  large  banks  with  a  long-standing 
objective  of  maximizing  their  global  network  of  operations 

Attitudes  on  the  part  of  the  governments  of  developing 
nations  toward  foreign  banking  range  from  hostile  to 
receptive  and  are  frequently  regarded  as  eclectic.  A 
government's  position  on  the  political  spectrum  is  highly 
relevant;  socialist  nations  may  consider  the  entire 
concept  of  private  banking  and  any  foreign  bank 
presence  to  be  incompatible  with  ttieir  social  and 
economic  orientation  Regardless  of  political  leanings,  a 
concern  of  many  developing  countries  is  that  a  large 
foreign  banking  presence  in  their  economy  could  cause 


them  to  lose  control  over  their  own  monetary  and 
developmental  objectives.  On  the  other  hand,  foreign 
banks  are  frequently  viewed  as  very  desirable  for  the 
contributions  they  make  to  local  revenues,  employment 
and  the  indigenous  financial/technological  infrastruc- 
ture. Similarly,  developing  countries  often  view  a  local 
presence  of  foreign  banks  as  a  source  of  help  in  their 
perennial  foreign  exchange  and  trade  financing  shor- 
ages. 

Among  the  emerging  nations,  some  qualified  generali- 
zations are  possible  on  the  basis  of  the  degree  of 
development.  Several  of  the  poorest  developing  countries 
are  open  and  receptive  to  foreign  banking  to  the  extent 
that  they  actively  solicit  it  in  hopes  of  becoming  regional 
financial  centers.  To  this  end,  many  of  these  nations  have 
created  a  liberal  and  largely  unregulated  banking  climate. 
Liberia,  the  Ivory  Coast,  Rwanda  and  Togo  are  examples 
of  such  countries.  On  the  other  hand,  exclusionary  and 
discriminatory  practices  tend  to  be  more  common  among 
the  relatively  advanced  developing  countries  where 
governments  use  these  means  to  protect  and  nurture  the 
indigenous  banking  and  financial  sectors  which  have 
begun  to  develop,  fvlexico,  Korea  and  Kuwait'  all 
exemplify  this  in  one  manner  or  another. 

Historical  factors  have  left  a  large  imprint  on  the 
banking  structures  and  practices  of  some  developing 
countries.  Preferential  treatment  of  the  banks  of  a  specific 
foreign  nation,  for  example,  is  sometimes  found  and  can 
be  traced  to  colonial  ties— e.g..  the  French  in  Djibouti  or 
the  British  in  Qatar.  In  other  cases,  the  government  is  less 
than  happy  with  the  residual  predominance  of  banks  from 
their  former  ruling  nation,  and  would  welcome  additional 
foreign  presence  from  other  nations  to  offset  it.  Thus, 
Botswana  would  welcome  more  non-British  banks  in  its 
financial  sector. 

In  some  countries,  the  entire  monetary  and  banking 
regulatory  structure  has  been  lifted  almost  intact  from  a 
developed  nation  and  that  has  ramifications  for  foreign 
banks  and  the  activities  they  are  allowed.  For  example, 
the  basic  banking  legislation  for  many  Latin  American 
nations  was  drafted  by  a  single  U.S.  central  banking 
expert  in  the  1920's. 

Indigenization  requirements  have  also  been  frequently 
applied  by  many  (and  highly  diverse)  developing 
countries  over  the  last  two  decades.  Such  provisions 
force  foreign  banks  to  divest  themselves  of  ownership 


'See  Chapters  20.  21  and  30 
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until  some  specified  percentage  of  ownersfiip  (usually  at 
least  51  percent)  is  locally  owned,  Saudi  Arabia,  for 
example,  fias  recently  adopted  a  policy  of  "Saudinization" 
under  which  foreign  banks  must  sell  60  percent  of  their 
shares  to  Saudis.  This  approach  has  also  been  widely 
applied  in  Latin  America.^ 

A  less  common  and  much  harsher  approach  to 
maintaining  local  control  is  the  practice  of  contracting 
bank  management  teams  from  major  Western  banks  to 
manage  indigenous  banks.  This  allows  a  country  access 
to  advanced  banking  technology  and  management 
expertise  while  excluding  foreign  banking  presence. 
Several  ma|or  U.S.  banks  have  provided  this  service. 

Finally,  an  overview  of  the  evidence  gathered  in  this 
study  suggests  that  developing  nations,  taken  as  a  group, 
tend  to  impose  harsher  and  more  discriminatory  operat- 
ing and  entry  restrictions  than  do  other  groups  of 
countries.   Some   generalizations   can   also   be   made 


■'  See  Chapter  29  on  the  Andean  Pact  nations,  as  well  as  Chapter  5  and 
Appendix  11,  which  provide  examples  of  ownership  percentage  re- 
straints 


concerning  the  nature  of  operating  restricfions  found  in 
developing  countries.  To  the  extent  that  operating  re- 
strictions on  foreign  banks  are  found  in  advanced  na- 
tions, they  tend  to  be  rooted  in  historical  institutional 
peculiarities.  In  developing  countries,  however,  operat- 
ing restrictions  are  more  frequently  designed  to  aid  the 
government  in  its  developmental  efforts.  Hard  currency 
foreign  exchange  reserve  requirements,  mandatory 
holdings  of  government  securities,  and  minimum  per- 
centages of  loan  portfolios  in  specified  domestic  sectors 
(e.g.,  housing  or  agriculture),  are  examples  frequently 
found  in  developing  countries.  Similarly,  licenses  for 
additional  branch  outlets  may  be  tied  to  a  simultaneous 
branch  opening  in  a  remote  or  particularly  underdeve- 
loped part  of  the  country,  or  more  favorable  operating 
terms  may  be  granted  to  branches  locating  in  those 
areas. 

This  IS  a  qualified  conclusion,  however.  As  described  in 
earlier  chapters,  several  advanced  nations  practice  total 
or  partial  exclusion  of  foreign  banking  or  discriminatory 
operating  restraints,  while  many  developing  countries  are 
found  to  accord  full  competitive  opportunity. 
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34.  Offshore  Banking  Centers 


Introduction 

One  of  the  dramatic  developments  in  postwar  financial 
markets  has  been  the  emergence  of  offshore  banking 
centers  (OBC's).  Banks  operating  in  OBC's  seek 
earnings  by  borrowing  from  depositors  outside  the  center 
and  re-lending  funds  to  other  nonresidents.  Such 
business  is  usually,  though  not  necessarily,  conducted  in 
any  of  several  Eurocurrencies,  i.e..  any  currency  foreign 
to  the  country  in  which  the  business  is  transacted  The 
definitive  characteristic  of  offshore  banking  transactions 
is  that  they  are  rooted  in  worldwide  trading  and  finance 
and  are  not  a  part  of  the  economy  of  the  country  where 
they  occur. 

The  importance  of  OBC's  arises  from  the  large  number 
of  banks  which  operate  in  them  and  from  the  large  volume 
of  Eurocurrency  business  conducted  in  them.  Ten  years 
ago,  the  Eurocurrency  market  existed  almost  exclusively 
in  London  and  a  few  other  Western  European  centers, 
whereas  today  nearly  20  percent  of  that  business  is 
conducted  through  OBCs.  The  ascendancy  of  OBC's 
has  led  toward  a  globalization  of  international  banking 
markets  and  has  paralleled  the  continuing  decentraliza- 
tion of  Eurocurrency  markets.  The  worldwide  Eurocurren- 
cy market  has  grown  20  to  40  percent  a  year  for  well  over 
a  decade,  and  gross  liabilities  of  Eurocurrency  trading 
centers  now  exceed  $800  billion.'  Offshore  banks 
operate  in  a  relatively  unregulated  worldwide  market  and 
play  a  crucial  role  in  promoting  free  and  efficient  world 
trade,  flows  of  capital,  and  foreign  exchange. 

OBC's  are  important  to  US.  banking  interests  for  two 
reasons.  First,  U.S.  banks  can  reduce  funding  costs  by 
escaping  domestic  reserve  requirements  and  gaming  tax 
advantages  that  are  available  through  OBC's.  By 
channeling  a  sufficient  proportion  of  their  foreign 
business  through  such  centers,  which  typically  have  no 
taxes  or  very  low  tax  rates  on  branch  net  profits,  American 
banks  can  avoid  double  taxation  on  foreign  earnings.- 


'  World  Financial  Markets.  Morgan  Guaranty  Trust  Co  .  January  1979 
The  gross  size  of  the  Eurocurrency  market  represents  the  total  foreign 
currency  liabilities  on  the  books  of  banks  in  ma|or  offshore  centers 
Interbank  claims  are  not  netted  out 

US  banks  can  deduct  from  their  US  corporate  income  tax  the  income 
and  interest  withholding  taxes  which  they  pay  to  foreign  governments  on 
their  overseas  operations  The  credit,  however,  cannot  exceed  an 
amount  which  would  reduce  the  ratio  of  U  S  tax  paid  to  U  S  source 
income  below  the  statutory  corporation  income  lax  rate,  currently  -18 
percent  In  most  foreign  countries  income  tax  rates  applicable  to  U  S 
branches  are  sufficiently  high  that  U  S  tax  liabilities  exceed  the  amount 
they  can  take  credit  for  in  the  United  States  By  directing  a  sufficient 
proportion  of  their  overseas  business  through  low-tax  OBC  s.  U  S  banks 
can  keep  their  total  foreign  tax  bill  al.  or  below,  the  allowable  deduction 


That  IS  of  considerable  importance  because  the  contribu- 
tion of  international  activities  to  total  earnings  at  large  U.S. 
multinational  banks  now  hovers  around  50  percent. 
Second,  the  domestic  markets  of  some  OBC's  are 
increasingly  attractive  to  foreign  banks  which  went  there 
originally  solely  to  conduct  offshore  business.  That  has 
caused  some  contention.  In  the  classic  OBC  case,  the 
host  government  has  attempted  to  totally  exiude  offshore 
banks  from  any  participation  in  the  domestic  economy. 
Host  country  governments  have  reacted  differently  to  this 
issue,  however,  and  several  hybrid  cases  exist. 

Although  offshore  banking  is  conducted  in  many 
locations  around  the  world,  the  major  centers  are 
Panama,  the  Bahamas,  the  Cayman  Islands,  Bahrain, 
Hong  Kong  and  Singapore.^  Table  34.1  shows  their 
relative  positions  in  the  Eurocurrency  market. 


'One  primary  attribute  of  a  "center"  is  the  disproportionately  large 
volume  of  international  financial  business  conducted  relative  to  the  size 
of  the  domestic  banking  sector.  Second,  an  OBC  typically  has  no 
extensive  indigenous  base  of  international  financial  institutions  and 
expertise,  i.e.,  nonresident  expertise  comes  there  to  establish  and 
conduct  offshore  business  Thus.  London,  which  alone  accounts  for 
over  one-third  of  all  Eurocurrency  dealings,  is  not  normally  considered 
an  OBC,  as  that  business  is  handled  by  the  extensive  international 
banking  infrastructure  which  has  long  existed  there. 

Table  34.1 

Gross  Eurocurrency  Liabilities  by  Major  Market 
Center,  July  1978 

(Dollars  in  billions) 

Panama $10.7 

Bahamas  &  the  Caymans  84.7 

Bahrain 20.0 

Hong  Kong  8.2 

Singapore 23.0 


SOURCE:  World  Financial  Markets,    IVIorgan   Guaranty   Trust   Co., 
January  1979. 

Several  factors  are  necessary  to  attract  offshore  banking 
to  a  given  locale.  Most  important  is  local  regulation  of 
bank  administrative  operations,  foreign  borrowing  and 
lending,  and  foreign  exchange  trading.  Offshore  banking 
markets  are  highly  competitive  and  efficient  with  very 
narrow  rate  spreads.  Such  markets  cannot  exist  in  an 
environment  of  bureaucratic  delay  and  cumbersome 
regulations.  Narrow  margins  make  local  tax  treatment  of 
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interest  earnings  an  essential  consideration,  A  tax  on  net 
interest  does  not  preclude  offshore  activity  If  it  Is  not 
substantially  higtier  than  taxes  In  other  centers.  Stamp 
duties,  taxes  on  gross  interest  (withholding  taxes)  and 
reserve  requirements  are  more  serious  deterrents  and 
can  easily  make  offshore  banking  unviable.  Thus, 
countries  seeking  to  encourage  offshore  activity  usually 
make  special  concessions  to  exempt  locally  based 
international  banks  from  regulations  and  taxes  imposed 
on  indigenous  banks. 

Many  OBC's  also  permit  business  booked  in  their 
jurisdiction  to  be  administered  at  a  foreign  home  office. 
That  permits  substantial  staffing  economies  for  the 
offshore  bank.  Other  factors  important  to  offshore  activity 
include  the  stability  and  receptiveness  of  the  host 
government,  the  local  supply  of  skilled  labor,  the 
presence  of  sophisticated  telecommunications  networks, 
and  even  time  zone  location. 

The  ma|or  facets  of  the  offshore  banking  business  are 
the  funding,  syndicating,  booking  and  administration  of 
loans  and,  to  a  lesser  extent,  the  management  of  tax 
sheltered  trusts  for  nonresidents.  The  relative  emphasis 
on  those  functions  varies  among  the  six  ma)or  OBC's  and 
depends  largely  on  regulatory  and  administrative  restric- 
tions imposed  by  the  host  country. 


Hong  Kong  and  Singapore 

Hong  Kong  and  Singapore  are  commonly  grouped 
together  as  major  OBC's.  Although  they  are  neither 
geographically  close  nor  particularly  similar  banking 
markets,  they  comprise  the  Far  Eastern  end  of  the 
worldwide  offshore  banking  spectrum.'  Because  it  is  1 
a.m.  in  Western  Europe  and  8  p.m.  in  theCaribbeanatthe 
opening  of  the  business  day  in  Eastern  Asia,  these  two 
OBC  s  have  a  natural  advantage  in  capturing  business 
from  eastern  commercial  centers  such  as  Tokyo,  Sidney, 
Manila  and  Kuala  Lumpur. 

Hong  Kong  has  long  been  a  recognized  International 
financial  center  with  well-developed  industrial  and 
banking  markets.  It  offers  a  far  broader  range  of 
indigenous  financial  services  than  do  most  OBC's, 
including  four  recognized  stock  exchanges,  well- 
established  gold  and  foreign  exchange  markets,  and 
some  commodities  trading  activity.  Singapore,  on  the 
other  hand,  has  attained  international  stature  largely  in 
the  postwar  period.  Only  in  recent  years  has  offshore 
banking  activity  become  significant  there,  primarily  as  a 
result  of  regulatory  and  statutory  changes  adopted  In  the 
early  1 970's  with  the  specific  intent  of  encouraging  direct 
competition  with  other  Asian  financial  centers. 

The  approach  to  regulation  of  foreign  banking  differs 
significantly  between  the  two  cities.  Hong  Kong  has  a 
strong,  long  standing  tradition  of  laissez-faire  with  respect 
to  nearly  all  forms  of  economic  activity,  including 
domestic  and  foreign  banking.  There  is  no  central  bank  or 
monetary  authority,  few  capital  and  foreign  exchange 
controls,  and  only  minimal  regulation  of  foreign  commer- 


cial banking.  Extensive  regulation  has  been  rendered 
unnecessary  by  the  imposition  of  stringent  entry  and 
licensing  standards.  Only  foreign  banks  with  assets  of 
more  than  U.S.  $3  billion  and  with  well-established 
integrity  are  granted  permission  to  enter  the  market 

By  contrast,  the  Monetary  Authority  of  Singapore  (MAS) 
has  taken  an  active  approach  toward  regulating  banking 
activity.  Foreign  banks  may  enter  the  market  under  three 
types  of  licenses  (one  of  which  is  an  offshore  permit), 
each  of  which  has  its  own  comprehensive  set  of 
regulations,  operating  restrictions  and  reporting  require- 
ments. That  would  discourage  offshore  activity  were  it  not 
for  Singapore's  distinct  tax  advantages.  Net  earnings 
attributable  to  offshore  activity  are  taxed  at  the  moderate 
rate  of  1 0  percent.  Hong  Kong  on  the  other  hand,  imposes 
a  formidable  1 5  percent  withholding  tax  on  gross  interest 
receipts  which  was  recently  supplemented  by  a  17 
percent  tax  on  net  earnings.'' 

Clearly,  In  that  case,  tax  considerations  outweigh  other 
factors  and,  despite  cumbersome  regulation  and  a  much 
smaller  range  of  financial  institutions,  Singapore  has 
become  the  ma|or  Asian  funding  center  for  Eurocurrency 
business.  Singapore  now  attracts  about  four  times  the 
volume  of  offshore  banking  that  Hong  Kong  does, 
successfully  attracting  funds  from  Japan  and  the  OPEC 
nations.  It  seems  likely  that  Singapore's  importance  as  an 
OBC  will  continue  to  grow.  Hong  Kong's  more  central 
location  and  wide  range  of  facilities,  on  the  other  hand, 
probably  ensures  its  continuance  as  an  important 
syndicating  center. 

Both  Hong  Kong  and  Singapore  have  more  foreign 
banking  activity  in  their  domestic  markets  than  Is 
commonly  found  in  OBC's,  and  foreign  banks  have  a 
strong  interest  in  further  penetrating  these  two  markets. 
Unlike  most  OBC's,  Hong  Kong  has  no  special  license 
limiting  foreign  banks  to  offshore  operations.  Once 
licensed,  foreign  banks  are  free  to  operate  in  both 
domestic  and  offshore  markets  and,  as  a  result.  Hong 
Kong  IS  by  far  the  most  hybrid  OBC,  with  literally  hundreds 
of  foreign  banking  operations.  Nineteen  U.S.  commercial 
banks  operate  through  53  different  outlets  there.  A  12- 
year  moratorium  on  new  banking  licenses  (foreign  and 
domestic)  ended  in  January  of  1 978,  and  since  that  time 
27  new  licenses  have  been  approved.  In  August  of  this 
year,  however,  the  moratorium  was  reimposed  on  foreign 
bank  licensing  for  a  period  of  at  least  6  months. 

Foreign  banks'  activity  in  Singapore's  domestic 
banking  sector  is  much  smaller.  Although  38  U.S.  banks 
are  represented  in  Singapore  in  some  form,  only  four  have 
full-service  branch  licenses.  Further,  foreign  full-service 
licensing  was  banned  by  the  MAS  in  1 971 ,  and  there  are 
no  signs  of  a  change  in  that  policy.  Since  that  time,  foreign 
banks  entering  Singapore  have  been  granted  only 
offshore  permits  or,  in  a  few  instances,  permits  allowing 
offshore  and  domestic  activities.  Authority  for  additional 
branches  has  been  given  only  infrequently  to  either 
foreign  or  domestic  full-service  banks  since  1971. 


"  In  a  strict  sense,  offstiore  deposits  lodged  in  ttiese  centers  are  referred 
to  as  Asian-currencies  In  a  broader  sense,  however,  these  constitute  a 
subcomponent  of  the  worldwide  Eurocurrency  markets,  and  may  be 
referred  to  as  such 


Such  taxes  on  gross  interest  constitute  a  serious  disadvantage  to 
banks  operating  in  the  market  by  drastically  reducing  their  competitive- 
ness with  banks  operating  in  other  OBC's  For  example,  a  depositor 
earning  9  percent  in  Singapore  would  have  to  earn  gross  interest  of 
10  59  percent  in  Hong  Kong  to  net  the  same  yield 
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Bahrain 

As  recently  as  1975,  there  was  not  a  single  major 
international  banking  center  between  Zurich  and  Singa- 
pore Since  then,  however,  Bahrain  has  emerged  as  the 
newest  major  OBC,  and  has  clearly  led  the  Middle  East  in 
achieving  that  status,  surpassing  contenders  such  as 
Beirut,  Kuwait.  Cairo  and  Teheran.  Since  the  issuance  of 
Bahrain's  first  offshore  licenses  in  1976,  Eurocurrency 
activity  there  has  grown  to  exceed  Switzerland's  and  to 
nearly  equal  Singapore's. 

As  a  late  entrant  into  the  market,  Bahrain  was  able  to 
evaluate  the  experience  of  other  centers  in  designing  its 
regulatory  system.  Behrain  would  like  to  become  the 
Persian  Gulf  regional  center  of  the  worldwide  Eurocurren- 
cy market,  and  its  strategy  has  been  straightforward  and 
successful.  Tax  and  foreign  exchange  obstacles  are 
nonexistent,  and  regulation  of  offshore  banks  is  largely  a 
matter  of  minor  reporting  requirements  Under  such  an 
approach,  bank  reserves  consist  of  little  more  than  the 
reputation  of  the  parent  bank  and  Bahrain  has  been 
extremely  selective,  granting  offshore  permits  to  only  the 
most  prestigious  international  banks.  That  policy  has 
meant  that  the  Bahraini  market  has  quickly  been  able  to 
offer  competitive  rates  and  to  draw  deposits  from  other 
centers. 

Bahrain  requires  local  administration  of  loans  booked 
there.  That  has  sped  the  development  of  a  local  financial 
infrastructure  on  which  further  market  growth  can  be 
based.  The  government  has  been  active  in  persuading 
other  Persian  Gulf  governments  to  use  the  Bahraini 
market  rather  than  depositing  reserves  directly  in  London 
or  New  York  and  has  enhanced  the  attractiveness  of  the 
market  by  investing  in  efficient  telecommunications 
facilities  and  providing  evenhanded  treatment  of  all 
foreign  banks. 

Near  the  end  of  1978,  the  Bahrain  Monetary  Agency 
announced  that,  with  44  offshore  banks  already  licensed, 
the  region  was  nearing  its  absorptive  capacity  and  future 
applications  would  be  viewed  more  carefully.  A  few  more 
licenses  were  granted,  including  one  to  a  U.S.  bank  (the 
1 1th  now  operating  in  Bahrain),  until,  in  July  of  1979.  a  full 
moratorium  on  new  licenses  was  announced.  That 
marked  the  end  of  the  developmental  era  of  Bahrain  as  a 
OBC,  although  it  seems  certain  to  grow  as  a  major  funding 
center  for  world  Eurocurrency  markets  because  of  the 
wealth  emanating  from  the  Gulf  area  and  Bahrain's 
unique  cultural  and  geographical  proximity  to  it. 

Separation  of  the  offshore  and  domestic  banking 
sectors  in  Bahrain  is  almost  complete.  Offshore  banks 
can  neither  accept  local  currency  deposits  nor  enter  into 
transactions  with  residents  of  Bahrain.  Because  it  felt  the 
domestic  sector  had  become  overbanked,  the  Monetary 
Authority  stopped  issuing  domestic  licenses  to  foreign 
banks  in  1975.  However,  two  U.S.  branches  and  one 
affiliate  which  already  existed  there  continue  to  operate. 

Panama 

Panama  s  bid  for  offshore  business  dates  back  to  the 
passage  of  the  1970  Banking  Act,  making  it.  along  with 
Bahrain,  one  of  the  newer  OBCs  Of  the  six  centers 
examined  in  this  chapter,  Panama  has  the  freest  and  most 
receptive  climate  for  all  aspects  of  foreign  banking. 


Panama  openly  aspires  to  become  the  "Singapore  of  the 
West"  and  has  done  much  to  capitalize  on  the  advantage 
of  Its  location  between  the  two  Americas.  Its  traditional 
laissez-faire  policy  toward  international  business  has 
been  fully  extended  to  foreign  banking. 

The  1970  law  provides  full  tax  exemption  for  earnings 
from  offshore  business  and  for  interest  from  either 
domestic  or  offshore  accounts  It  imposes  no  interest  rate 
ceilings  and  specifically  allows  all  accounts  to  be  held  in 
any  currency.  There  is  full  freedom  of  capital  flows  and 
foreign  exchange  controls  are  irrelevant  because  the  U.S. 
dollar  IS  the  local  currency.  There  is  little  government 
regulation  of  offshore  banks  and  no  reporting  require- 
ments are  imposed  on  them. 

Foreign  banks  are  free  to  choose  from  three  types  of 
licenses.  Most  have  opted  for  "Type  A  "  which  requires  a 
minimum  of  U.S.  $1  million  in  paid-in  capital  and  permits 
unhampered  operations  in  both  domestic  and  offshore 
markets.  Of  the  88  banks  now  established  in  Panama,  52 
have  "Type  A"  licenses.  Twenty-five  banks  are  licensed 
for  offshore  activity  only  and  1 1  for  representative  offices. 
Fifteen  U.S.  banks  are  represented  More  foreign  banks 
now  operate  in  the  Panama's  offshore  market  than  in 
Singapore's,  although  their  aggregate  business  volume  is 
not  as  large. 

Panama  has  no  central  bank  and  only  minimal 
supervisory  requirements.  In  lieu  of  a  lender  of  last  resort, 
the  Banking  Commission  requires  each  foreign  bank  to 
maintain,  with  an  overseas  lender,  a  guaranteed  line  of 
credit  in  U.S.  dollars  equal  to  1 0  percent  of  its  outstanding 
loans  and  investments.  In  order  to  promote  development 
of  the  domestic  financial  infrastructure,  they  also  require 
that  business  booked  in  Panama  be  administered  there. 

The  government  has  played  an  active  and  imaginative 
role  in  making  local  facilities  more  attractive  and  in 
capturing  business  for  the  banking  sector.  It  has  worked 
successfully  to  develop  a  new  Latin  American  export 
paper  market  and  to  establish  the  first  reinsurance  market 
in  Latin  America.  Plans  are  underway  to  greatly  expand 
Panama's  tree  trade  zone  and  to  liberalize  trust  laws  in 
order  to  attract  more  trust  management  activity.  Signifi- 
cant investment  has  been  made  in  direct  communica- 
tions links  to  both  South  and  North  America 

Panama  seems  to  be  on  the  verge  of  sustained  and 
dramatic  growth  as  an  OBC,  much  as  Singapore  was  6 
years  ago.  Banking  assets  increased  by  34  percent  in 
1 978  alone.  Panama  is  moving  closer  to  becoming  a  full- 
service  OBC  in  a  way  that  no  other  Western  offshore 
center  can  match  and,  with  the  political  uncertainty  of  the 
Canal  issue  resolved,  Panama  seems  a  good  candidate 
to  become  one  of  the  ma)or  worldwide  financial  centers  in 
the  next  decade. 


Cayman  Islands  and  The  Bahamas 

The  Cayman  Islands  and  the  Bahamas  are  two  of  the 
oldest  OBCs  and  share  many  characteristics.  Both  have 
heavy  concentrations  of  U.S.  offshore  banking  activity. 
The  two  centers  began  to  flourish  in  the  late  1 960's  when 
many  medium  sized  U.S.  banks  became  aware  of  the 
need  to  establish  at  least  one  direct  contact  with  the 
growing  worldwide  Eurocurrency  market. 
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Their  choice  of  these  two  locations  (Panama  was  not 
yet  an  alternative)  is  not  surprising.  In  addition  to  their 
proximity  to  the  US.  and  time  zone  factors,  the  Caymans 
and  the  Bahamas  are  attractive  tor  several  other  reasons 
Opening  a  London  office  was  the  major  alternative  at  the 
time,  and  the  cost  of  establishing  and  operating  a 
Caribbean  facility  is  much  lower.  Additionally,  both 
islands  are  tax  havens  for  all  forms  of  banking  activity  and 
impose  no  reserve  requirements  or  exchange  controls. 
There  are  no  significant  reporting  requirements  in  either 
country.  Further,  neither  requiresthat  business  carried  on 
the  books  in  their  jurisdiction  be  administered  there.  That 
means  a  Caribbean  operation  can  be  conducted  with  no 
more  than  one  employee  and  a  postal  drawer  ("shell 
operation" ),  a  cost-saving  option  particularly  attractive  to 
smaller  banks  that  need  a  Eurodollar  window  but  which 
anticipate  a  relatively  small  volume  of  transactions.  In 
part,  stringent  licensing  standards  have  substituted  for 
regulation;  only  established  banks  of  good  reputation  are 
considered  for  entry  by  local  monetary  authorities. 
Refusals  of  applications  and  charter  revocations  have  not 
been  uncommon. 

In  the  last  decade,  the  growth  of  offshore  business  in 
these  two  markets  has  been  striking  by  any  standard.  As 
seen  in  Table  34.1 ,  these  two  centers  are  by  far  the  largest 
of  the  SIX  ma|or  OBC's.  I\/lost  foreign  banks  have  located 
in  these  countries  solely  to  tap  the  offshore  Eurocurrency 
market,  although  the  tax  haven  status  of  both  islands  has 
drawn  some  other  foreign  financial  activity,  such  as  trust 
management.  There  are  now  83  branches  of  U.S. 
commercial  banks  in  the  Bahamas  and  62  such  branches 
in  the  Cayman  Islands. 

The  great  growth  in  Caribbean  offshore  banking  is 
probably  over,  with  future  growth  likely  to  more  closely 
match  that  of  the  overall  Eurocurrency  market,  particular- 
ly as  Panama  has  become  an  increasingly  attractive 
alternative  with  a  wider  range  of  financial  services  and  a 
much  larger  and  more  diverse  domestic  economy.  Also, 
most  U.S.  banks  that  wanted  access  to  the  Eurocurrency 
market  have  already  established  Caribbean  facilities  and 
banks  seeking  additional  foreign  expansion  will  look 


farther  afield  and  diversify  their  geographical  representa- 
tion. 

Both  the  Cayman  Islands  and  the  Bahamas  allow 
foreign  banks  to  obtain  a  class  of  license  which  permits 
full  banking  privileges  in  the  domestic  economy,  and 
many  operate  under  such  licenses.  Interest  in  the 
domestic  banking  markets  there  is  limited,  however,  by 
their  small  size  and  narrow  tourist  base.  IVlost  foreign 
banks  have  eschewed  domestic  business.  The  primary 
importance  of  these  two  OBC's  will  probably  continue  to 
he  in  their  role  as  booking  centers  for  offshore  loans,  with 
funding  and  administration  of  loans  often  handled 
elsewhere. 

Future  Centers 

Continuing  rapid  growth  of  worldwide  Eurocurrency 
trading  seems  assured  in  the  foreseeable  future,  and  it  is 
probable  that  other  countries  will  make  a  bid  for  a  share  of 
that  market.  Prominence  in  offshore  banking  is  attractive 
for  several  reasons.  For  smaller  and  less  developed 
nations,  recognition  as  an  OBC  can  bestow  considerable 
prestige.  Moreover,  offshore  banking  can  provide  a  major 
contribution  to  government  revenues  and  local  employ- 
ment in  OBC's  where  the  domestic  economy  is  narrowly 
based  on  tourism  or  a  single  commodity.  Also,  a  move  to 
welcome  foreign  offshore  banks  can  serve  as  a  gesture 
toward  liberalization  by  nations  which  have  been 
criticized  for  exclusionary  practices  in  their  domestic 
banking  markets. 

It  IS  not  possible  to  predict  which  nations  will  become 
full-fledged  OBC's,  but  government  receptiveness  to 
offshore  activity  has  been  expressed  by  such  diverse 
nations  as  Gambia,  Liberia,  Togo,  Ivory  Coast,  Tunisia, 
Romania,  the  Philippines,  Nicaragua  and  Mexico.  Consid- 
erable offshore  activity  already  exists  in  some  of  these 
nations,  most  notably  the  Philippines,  while  in  others  it  is 
under  active  consideration  by  local  authorities.  As  of  mid- 
1978,  the  gross  volume  of  Eurocurrency  claims  held 
outside  of  European  centers  and  the  six  OBC's  discussed 
in  this  chapter  had  reached  $215  billion,  giving  clear 
testimony  to  the  market  potential  for  newcomers. 


124 


35.  Impact  of  U.S.  Banks'  Treatment 
Abroad  on  U.S.  Exports 


Introduction 

Section  9  of  the  International  Banking  Act  of  1978 
mandated  a  study  of  the  possible  impact  of  discriminatory 
treatment  of  U.S.  banks  abroad  on  U.S.  exports  The 
findings  from  that  study  and  a  review  of  four  related  issues 
are  discussed  in  this  chapter 

The  export  question  was  considered  by  four  federal 
agencies:  the  Department  of  the  Treasury,  the  Depart- 
ment of  Commerce,  the  Export-Import  Bank,  and  the 
Federal  Reserve  Board.  Country  specialists  in  the 
Commerce  and  Treasury  Departments  and  at  the  Board 
surveyed  their  records  for  cases  where  loss  of  export 
sales  could  be  attributed  to  discriminatory  treatment  of 
U.S.  banks  abroad.  The  Department  of  Commerce  also 
examined  recent  governmental  and  private  studies  and 
surveys  of  U.S.  exporting  firms  to  determine  whether 
exporters  saw  financing  problems  as  a  deterrent  to 
exports 

All  American  embassies  were  notified  of  the  issues 
addressed  by  this  study  and  responses  were  requested. 
An  earlier,  more  extensive  survey  of  American  embas- 
sies, undertaken  pursuant  to  President  Carter's  1978 
National  Export  Policy  task  force,  was  also  reviewed 

Banks'  comments  were  sought  through  the  survey  of 
banks  conducted  for  this  study  by  the  Office  of  the 
Comptroller  of  the  Currency.  Specifically,  banks  were 
asked  whether  "lack  of  national  treatment  abroad 
impeded  your  ability  to  finance  U.S.  exports?" 

No  significant  evidence  was  found  that  discriminatory 
treatment  of  U.S.  banks  had  any  direct  impact  on  US. 
exports.  Neither  Commerce  nor  Treasury  Department 
country  specialists  could  find  "specific  instances  or 
cases  where  loss  of  export  sales  could  be  attributed 
directly  to  any  discriminatory  treatment  of  US  banks 
abroad."  The  country  specialists  at  the  Board  further 
concluded  that: 

Not  one  of  the  discriminatory  regulations,  practices 
or  usages  of  which  we  are  aware  is  intentionally 
designed  to  affect  the  host  countrys  imports  from  the 
United  States  or  U.S.  exports  to  any  third  country.  If 
any  of  these  practices  does  have  such  an  effect,  it  is 
unintentional  and  at  best  marginal 

The  responses  from  the  U.S.  embassies  confirmed  that 
finding,  as  did  the  embassies'  1978  responses 

The  banks  surveyed  did  not  find  discriminatory 
treatment  to  be  a  significant  impediment  to  the  financing 
of  US  exports  Of  the  over  600  questionnaires  sent  out, 
only  53  were  returned  with  positive  responses;  several 
questionnaires  cited  more  than  one  restriction.  They  are 
summarized  in  Table  35  1 . 


Table  35.1 

Summary  of  Positive  Responses 

Question:  Has  lack  of  national  treatment  abroad  imped- 
ed your  ability  to  finance  U.S.  exports  to  this 
host  country? 

Number  ol 
Type  of  Reslnctions  Responses 

Restrictions  on  local  lending 6 

Restrictions  on  use  of  certain  export  financing 

instruments 6 

Restricted  access  to  foreign  government-backed 

import  loan  facilities 5 

Miscellaneous  banking  restrictions 8 

other _28 

TOTAL     53 

Thirty-eight  of  those  responses  concerned  a  variety  of 
foreign  banking  restrictions  in  20  countries.  Responses 
were  proportionately  higher  among  commercial  banks 
operating  in  Japan,  Korea  and  Taiwan.  The  comments 
indicated  that  the  responding  banks  were  unable  to 
compete  equally  with  local  financial  entities  in  financing 
U.S.  exports.  In  countries  where  discriminatory  treatment 
of  U.S.  banks  may  have  impeded  U.S.  financing  of 
American  exports,  local  financial  institutions  apparently 
provided  the  needed  export  credits.  The  remaining  28 
responses,  categorized  as  ""other",  commented  on 
foreign  trade  policies  and  insufficient,  or  less  competitive, 
U.S.  government-backed  export  financing  as  possible 
impediments  to  U.S.  exports. 

The  Export  Financing  Alternatives 

The  primary  roles  of  the  U.S.  commercial  banks  in  the 
export  financing  process  are  to  provide  necessary  credit 
to  the  foreign  buyer  and  domestic  seller  or  exporter  and 
to  ensure  full  payment  to  the  exporter.  If  the  U.S.  bank 
cannot  offer  competitive  financing  terms,  it  can  help 
identify  alternate  sources  of  financing,  either  through  U.S. 
government-backed  financial  entities  or  through  financial 
institutions  abroad.  The  bank  also  provides  a  number  of 
auxiliary  services,  including  foreign  exchange  operations, 
collections  support,  credit  searches,  and  information  and 
advice  on  overseas  markets  and  trade  practices. 

The  export  financing  process  does  not  require  the 
overseas  presence  of  U.S.  banks  An  export  transaction 
can  be  financed  through  a  U.S.  bank  and  its  foreign 
branch,  subsidiary  or  affiliate:  a  U.S.  bank  and  its  foreign 
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correspondent  bank;  a  foreign  bank  and  its  U.S.  brancti, 
subsidiary  or  affiliate;  or  a  foreign  bank  and  its  U.S. 
correspondent  bank.  Larger  export  projects  also  can  be 
handled  by  international  bank  consortia. 

Governmental  financial  assistance  is  also  available. 
The  U.S.  government  provides  loan  and  guarantees 
through  the  Export-Import  Bank  of  the  United  States  and 
the  Private  Export  Financing  Corporation,  and  offers 
commercial  and  political  risk  insurance  through  the 
Foreign  Credit  Insurance  Association.  In  cases  where  no 
U.S.  commercial  bank  can  be  found  to  extend  the  needed 
credits,  the  Export-Import  Bank  has  facilities  which 
provide  loans  and  guarantees  for  U.S.  exports  through  an 
approved  list  of  foreign  financial  institutions.  Several 
foreign  governments  back  import  financing  facilities  that 
provide  buyer  credit  guarantees  and  loans  to  importers. 

The  export  financing  network  is  a  well-developed 
system.  In  numerous  surveys,  exporters  have  consistent- 
ly indicated  that  lack  of  financing  was  not  a  problem.  In  a 
November  1977  survey  conducted  by  the  Department 
of  Commerce,  fewer  than  1  percent  of  approximately 
1,300  manufacturing  and  export  trading  firms  surveyed 
reported  that  lack  of  financing  presented  a  problem. 
Those  that  did  report  such  difficulties  cited  problems 
unrelated  to  foreign  treatment  of  U.S.  banks;  their 
comments  focused  on  domestic  lending  practices  and 
the  need  for  increased  government-supported  financing 

Those  findings  were  confirmed  by  another,  more 
informal  survey  taken  by  President  Carter's  1 978  National 
Export  Policy  task  force.  Major  trade  and  industry 
associations  and  exporting  firms  participated;  over  200 
responses  were  received.  There  were  no  complaints  of 
inadequate  financing  support  by  private  institutions. 
Comments  focused  on  the  degree  of  government- 
supported  export  financing. 

The  lack  of  correlation  between  U.S.  banking  presence 
in  a  particular  country  and  the  size  of  U.S.  exports  to  that 
country  is  illustrated  by  Table  35.2 

U.S.  banking  presence  appears  to  be  a  relatively 
unimportant  determinant  of  U.S.  export  volume  to  a 

Table  35.2 

U.S.  Merchandise  Exports  and  Direct  U.S.  Banking 
Presence  in  Selected  Countries,  1977 

(U.S.  dollars  in  millions) 


U.S.  bank 

U.S.  assets  as 

merchandise     percent  of 

exports  total  bank 

Country  assets 

Canada $25,749                  - 

France 3,503 

Japan 10,522 

W  Germany  5,982 

Brazil 2,482 

South  Korea  2,371 

Venezuela 3,170 


47 
1.7 
1.8 
28 
2.5 
2.0 


Total 
bank 
assets 

$106,579 

252,355 

729,000 

600,760 

72,055 

31,315 

20,000 


SOURCES;  IMF,  Direction  of  Trade  International  Financial  Statistics: 
Federal  Reserve  Board. 


particular  country.  Canada  has  no  direct  U.S.  banking 
presence  yet  is  America's  largest  trading  partner.  Foreign 
banks  receive  equitable  treatment  in  both  France  and 
Germany,  with  greater  U.S.  banking  involvement  in 
France  than  in  West  Germany.  At  the  same  time.  West 
German  imports  from  the  U.S.  are  substantially  larger 
than  French  purchases  of  U.S.  goods. 

Venezuela  and  Brazil  have  a  similar  degree  of  direct 
U.S.  banking  presence,  although  U.S.  banking  presence 
in  Venezuela  is  substantially  smaller  in  real  terms. 
Venezuela  also  has  more  restrictions  on  U.S.  bank 
operations  and,  consequently,  less  extensive  foreign 
branch  networks  and  representative  office  activities. 
However,  Venezuela's  imports  from  the  U.S.  are  larger 
than  Brazil's. 


Other  Issues 

Smaller  Exporting  Firms  and  New-To-Export  Firms 

There  is  a  question  of  whether  discriminatory  treatment  of 
U.S.  banks  might  make  it  more  difficult  for  smaller  or  new- 
to-export  firms  to  obtain  export  credits  for  creditworthy 
transactions.  The  international  banking  network  appears 
well  equipped  to  allocate  credit  to  creditworthy  export 
transactions.  Export  firms  operating  through  domestical- 
ly-oriented banks  or  through  banks  which  are  far  from 
metropolitan  or  regional  banking  centers  have  domestic 
correspondent  relationships.  The  banks,  in  turn,  should 
have  an  incentive  to  offer  full  banking  services,  including 
international  services,  in  order  to  keep  their  clients' 
business.  If  international  services  are  not  made  available 
to  the  smaller  or  less  experienced  exporters,  the  problem 
is  a  result  of  U.S.  banking  practices,  and  is  unrelated  to 
any  foreign-imposed  impediments. 

Export  Management  Companies 

The  November  1977  Commerce  Department  survey 
found  that  export  management  companies  which  are  the 
exporting  arms  for  manufacturers  have  special  problems 
in  obtaining  export  financing.  Further  investigation 
showed  that  the  financing  problems  cited  by  those  trading 
companies  were  due  to  U.S.  lending  practices.  Again,  that 
is  a  domestic  issue  which  is  unrelated  to  any  foreign- 
imposed  impediments. 

Export  of  Financial  Services 

Foreign  restrictions  on  U.S.  banks  do  have  some  small 
impact  on  the  balance  of  payments  on  current  account. 
To  the  extent  that  countries  do  not  permit  U.S.  banks  to 
open  branches  or  that  they  impose  other  restrictions  on 
foreign  branch  operations,  there  is  some  lowering  of 
potential  exports  of  financial  and  other  related  services. 
Foreign  laws  regulating  bank  operations  may  also  reduce 
U.S.  exports  of  services.  For  example,  one  of  the 
provisions  in  the  pending  revisions  to  the  Canadian 
Banking  Act  would  prohibit  banks'  processing  of  financial 
data  outside  Canada. 

Commercial  Presence 

A  bank's  presence  in  a  foreign  country  is  not  only  a 
source  of  business  for  the  bank,  but  also  a  source  of 
information  for  the  bank's  customers.  U.S.  banks  are 
present  in  all  but  a  very  few  countries.  In  those  few 
countries  which  completely  exclude  foreign  banks,  these 
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banks  can  and  do  develop  information  through  other 
financial  contacts  or  through  travel.  The  development  of 
Sweden's  "suitcase  bankers,"  foreign  bankers  who 
regularly  travel  through  Sweden  on  business,  attests  to 
the  resourcefulness  of  the  banking  community. 

Banks  are  an  important  source  of  information  for 
exporters,  but  they  are  not  the  only,  or  even  the  primary, 
source  According  to  a  November  1977  Commerce 
Department  survey,  banks  rank  far  below  company 
contacts,  trade  and  industry  associations,  and  the  federal 
and  state  governments  as  a  source  of  commercial 
information  for  larger  exporting  firms.  Smaller  exporting 
firms  rely  more  heavily  on  banks,  but  even  for  them,  banks 
are  low  on  the  list  of  information  sources. 

Banking  presence  abroad  may  serve  U.S.  export  needs 
in  a  more  intangible  fashion.  Such  presence  can  lead  to  a 
more  aggressive  attitude  toward  export  promotion.  An 
office  abroad  increases  the  importance  a  bank  attaches 
to  export  financing  and  international  servicing  of  its  US 
customers. 


Summary 

An  extensive  review  by  four  federal  agencies  uncovered 
no  significant  evidence  that  U.S.  exports  are  impeded, 
either  directly  or  indirectly,  by  discriminatory  treatment  of 
U.S.  banks  abroad.  Surveys  of  U.S.  banks  operating 
abroad,  U.S.  exporting  firms,  and  industry  and  trade 
associations  confirm  that  finding. 

An  established,  competitive  international  banking 
network  ensures  that  creditworthy  export  transactions  will 
receive  the  necessary  financing.  A  U.S.  bank  need  not  be 
involved  in  the  international  aspect  of  the  transaction.  If 
there  is  a  demand  for  US  exports,  financing  is  available 
either  through  U.S.  banks  or  through  banks  in  the 
purchaser's  country.  Export  financing  problems  uncov- 
ered by  the  study  seem  to  result  from  domestic  bank 
practices  or  government  policy  rather  than  from  foreign 
government  banking  regulations. 
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36.  Remedial  Approaches  to  Host 
Governments 


This  chapter  describes  the  various  kinds  of  efforts  to 
mitigate  or  eliminate  discrimination  which  can  be 
employed  in  approaching  host  governments  and  exam- 
ines when  they  are  appropriate  Several  recent  examples 
of  such  action  are  described  and  contrasted  in  broad 
outline.  Finally,  three  examples  of  remedial  efforts  are 
presented  in  detail  to  illustrate  how  the  process  is  applied 
and  adapted  to  contrasting  contemporary  situations 
(Canada,  Japan,  and  Spain). 

As  evidenced  by  the  preceding  sections  of  this  report, 
financial  systems  are  unique  to  individual  countries  as  are 
the  legal  and  regulatory  approaches  taken  toward  both 
domestic  and  foreign  banking  institutions.  Consequently, 
the  appropriate  avenues  for  remedial  approaches  to  host 
governments  must  be  individually  crafted  to  meet 
particular  circumstances  and  needs 

Although  the  U.S.  government  supports  the  principle  of 
national  treatment  and  uses  bilateral  and  multilateral 
forums  to  encourage  its  adoption  by  other  nations,  the 
banking  community  itself  must  be  the  primary  force  in 
seeking  and  maintaining  equality  of  competitive  oppor- 
tunity in  the  financial  sector.  This  does  not  mean  banks 
should  not  seek  help  from  the  U.S.  government;  on  the 
contrary,  they  are  free  to  do  so.  However,  specific 
governmental  action  should  appropriately  be  in  response 
to  initiatives  from  the  banking  community,  for  it  is  there 
that  the  practical  nature  and  seriousness  of  discriminato- 
ry restraints  is  first  felt  and  best  understood. 

The  Range  of  Remedial  Efforts 

U.S.  Banks 

The  present  status  of  US.  banks  in  a  particular  country  is 
one  of  the  prime  determinants  of  the  avenues  and 
approaches  chosen  to  achieve  national  treatment  and 
equality  of  competitive  opportunity.  The  importance  of  a 
particular  country  to  US.  banks  is  another. 

US  banks  which  are  already  established  in  a  country 
usually  have  close  day-to-day  contact  with  regulatory 
and  supervisory  authorities  and  as  respected  members  of 
the  local  business  community  have  frequent  opportuni- 
ties to  meet,  both  formally  and  informally,  with  senior 
government  and  banking  officials.  Those  contacts  enable 
U.S.  banks  to  keep  abreast  of  and  possibly  influence 
major  legislation  and  overall  host  country  receptivity  to 
foreign  banks  They  also  facilitate  U.S.  banks'  efforts  to 
deal  directly  with  host  governments  to  mitigate  or 
eliminate  specific  practices  which  may  adversely  affect 
them.  Such  efforts  are  often  focused  on  technical  routine 
banking  regulations  and  their  application.  In  these  cases. 


U.S.  banks  are  usually  in  the  best  position  through  their 
day-to-day  contacts  to  bring  possible  inequities  to  the 
attention  of  host  country  authorities,  and  are  frequently 
able  to  work  out  an  equitable  solution. 

U.S.  banks  may  also  prefer  to  work  directly  with  host 
country  officials  to  achieve  gradual  liberalization  of  more 
significant  discriminatory  laws  or  practices.  It  is  some- 
times felt  in  those  situations  that  a  too  activist  approach, 
or  official  U.S.  government  intervention  could  be  counter- 
productive and  place  existing  operations  in  jeopardy. 
Remedial  action  would  also  be  misplaced  if  directed 
against  laws  that  discriminate  against  certain  foreign 
bank  operations  which  are  of  little  interest  to  U.S.  banks. 

U.S.  or  foreign  bankers'  associations  have  been 
established  in  many  countries  to  discuss  and  resolve 
problems  common  to  foreign  banks.  These  organizations, 
as  well  as  international  chambers  of  commerce,  provide 
another  avenue  for  seeking  remedial  actions. 

Official  U.S.  government  intervention  is  not  often 
required  even  in  cases  where  U.S.  banks  wish  to  establish 
initial  operations  in  a  country.  Entry  of  a  new  U.S.  bank  into 
a  country  having  a  foreign  bank  presence  may  necessi- 
tate nothing  more  than  following  well-established  proce- 
dures and  legal  requirements.  In  countries  not  having  any 
foreign  bank  presence,  U.S.  banks  may  prefer  to 
approach  officials  directly  and,  depending  upon  their 
receptivity,  can  often  work  out  entry  and  operating 
provisions  to  the  U.S.  bank's  satisfaction. 


Official  Bilateral  Efforts 

One  of  the  U.S.  government's  long  term  objectives  is  to 
ensure  that  U.S.  banks  and  investors,  in  general,  receive 
national  treatment  and  equality  of  competitive  opportunity 
in  the  markets  in  which  they  seek  to  operate.  Equality  of 
competitive  results  is  not  and  cannot  be  sough*.  If  the 
market  offers  equal  opportunities,  normal  competitive 
factors  should  determine  the  results  of  a  business 
venture.  It  would  be  inappropriate  for  the  U.S.  government 
to  seek  or  take  action  aimed  at  achieving  a  specific 
outcome  of  any  business  venture  overseas. 

That  overall  objective  has  been  reflecied  in  bilateral 
treaties  and  other  agreements  which  have  been  con- 
cluded with  individual  nations.  Chief  among  these  are  the 
bilateral  Friendship,  Commerce  and  Navigation  (FCN) 
treaties  which  have  been  used  for  many  years  to  promote 
establishment  of  enterprises  from  one  country  within  the 
borders  of  another  and  to  acknowledge  their  right  to 
national  treatment  in  the  conduct  of  their  business. 
Although   commercial   banking   has  been  traditionally 
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excluded'  from  normal  FCN  treaty  commitments,  those 
treaties  do  "grandfather"  existing  banking  enterprises. 
The  inclusion  of  broader  banking  commitments  in  future 
bilateral  negotiations  or  agreements  bearing  on  invest- 
ment or  banking  could  provide  an  additional  remedial 
tool- 

Bilateral  commissions  form  another  part  of  the 
framework  within  which  it  is  possible  to  seek  remedial 
action.  Those  commissions,  instituted  for  discussion  of 
business  and  commercial  problems,  have  become  more 
common  in  recent  years,  particularly  in  US.  relations  with 
Eastern  European  nations.  They  meet  regularly  for  the 
purpose  of  discussing  and  resolving  commercial  dis- 
putes. Some  of  these  commissions  have  regularly 
discussed  banking  problems.  The  recurrent  nature  of 
these  meetings  makes  these  commissions  more  effective 
as  they  not  only  provide  the  opportunity  to  present  a 
problem  but  also  provide  the  means  for  monitoring 
progress. 

The  objective  of  national  treatment  is  also  incorporat- 
ed into  the  normal  reporting  and  analytical  functions  of 
the  U.S.  government.  Washington  agencies  and  US 
embassies  and  consulates  abroad  keep  continually 
apprised  of  the  general  political  and  economic  situation 
in  foreign  countries  and  also  review  developments  sig- 
nificant to  banking.  That  review  is  supplemented  by 
frequent  discussions  between  U.S.  banks  and  the  ap- 
propriate U.S.  government  agencies,  by  established 
contacts  between  U.S.  regulatory  officials  and  their 
counterparts  in  foreign  nations  and,  overseas,  through 
regular  meetings  between  U.S.  embassies  and  the  US 
banking  community  and  host  government  financial 
authorities. 

Thus,  the  U.S.  government  can  usually  detect,  in  a 
timely  fashion,  changes  in  policies  or  legislation  which 
might  result  in  discrimination  against  US,  banks.  It  is  at 
this  early  stage  that  such  measures  are  most  amenable  to 
change.  Once  in  effect,  discriminatory  measures  are 
more  difficult  to  eliminate  and  often  require  complicated 
or  politically  sensitive  legal  changes.  Similarly,  Washing- 
ton agencies  and  U.S.  embassies  can  present  US  policy 
positions  and  concerns  and  submit  recommendations  for 
change  to  the  special  study  commissions  which  are 


The  exclusion  of  banking  involving  depository  or  fiduciary  functions 
stems  from  U  S  banking  law  and  expereince  in  an  earlier  era  wlnen  U  S 
foreign  bank  presence  was  small  and  existed  largely  to  serve  overseas 
operations  of  U  S  business  Modern  multinational  banking  tias  long 
transcended  that  narrow  role  and  freedom  of  international  banking 
flows  fias  come  to  be  recognized  as  being  equally  desirable  and 
beneficial  as  freedom  of  world  trade  in  merctiandise  and  services 

■Thie  presence  or  absence  of  tax  treaties  may  also  affect  ttie 
competitive  opportunities  of  U.S  banks  Tax  law  can  fiave  a  very  direct 
impact  on  financial  institutions,  and  effective  bilateral  tax  treaties  can 
protect  U  S  banks  operating  overseas  from  forms  of  taxation  wfiicfi 
might  handicap  them  in  doing  business  in  a  country  In  the  survey  of  U  S 
banks  undertaken  for  this  report,  a  number  of  respondents  cited  bilateral 
tax  treaties  as  having  neutralized  host  country  tax  policies  that  would 
otherwise  have  constituted  discrimination  against  foreign  banks  In 
some  cases,  theabsenceof  aU  S  -hostcountry  tax  treaty  was  cited  as  a 
factor  giving  a  competitive  edge  to  other  foreign  banks  (from  countries 
having  tax  treaties)  by  reducing  their  tax  burden  and  allowing  them  to 
lend  at  more  competitive  rates 


convened  trom  time  to  time  in  foreign  nations  to  review 
their  bank  regulatory  structure. 

Although  intervention  before  legislation  or  regulations 
are  implemented  offers  the  greatest  chance  of  success, 
problems  are  more  often  encountered  with  existing 
measures  which  impact  adversely  on  U.S.  banks.  As 
noted  above,  U.S.  banks  frequently  prefer  to  work  toward 
national  treatment  directly  with  host  government  officials. 
However,  minor  and  ma|or  problems  do  arise  which  are 
appropriate  for  the  US,  government  to  act  upon 

These  problems  generally  surface  when  there  has 
been  a  change  of  governments,  when  US,  banks  enter 
new  markets,  or  when  existing  U.S.  banks  attempt  to 
expand  their  activities  in  foreign  countries.  Such  prob- 
lems are  extremely  diverse  and  are  often  unique  to  a 
particular  bank  or  country.  In  some  cases,  they  result  as 
much  from  inexperience  on  the  part  of  the  U.S.  bank  in 
the  particular  foreign  business  climate  as  from  any 
foreign  intent  to  deny  U.S.  banks  an  equal  opportunity  to 
compete.  Such  problems  are  usually  dealt  with  as  rou- 
tine business  matters  by  U.S.  embassies  and  regulatory 
agencies.  Informal  discussions  with  host  country  bank 
regulators  can  often  lead  to  a  quick  and  simple  solution. 
Merely  insuring  that  the  bank  is  working  through  the  right 
channels  and  with  the  right  individuals  can  sometimes 
correct  the  problem 

When  the  problem  of  lack  of  equal  competitive 
opportunity  is  more  severe,  more  involved  U.S.  govern- 
ment intervention  may  be  required.  Such  approaches 
usually  begin  at  the  working  level,  but  may  escalate  to 
higher  levels  if  reasonable  responses  are  not  forthcom- 
ing. When  the  question  is  one  of  administrative  policy  or 
practice,  this  strategy  is  often  effective.  When  changes  in 
laws  are  involved,  there  is  less  chance  of  success. 

When  progress  is  unsatisfactory,  more  formal  action 
may  produce  results.  Protests  by  the  U.S.  Ambassador 
and  formal  diplomatic  notes  may  be  used  to  ensure  that 
the  problem  is  getting  attention  at  the  highest  level  of  the 
host  government.  Sometimes  a  call  trom  a  high  Treasury 
official  to  his  host  country  counterpart  will  do.  By 
coordinating  efforts  with  Washington,  pressure  may  also 
be  brought  to  bear  elsewhere  at  the  same  time. 

The  process  is  an  ongoing  one.  Rarely  will  an 
opportunity  arise  to  identify  and  eliminate  all  problems  at 
once,  and  new  problems  are  likely  to  appear  Continuous 
efforts  are  necessary  to  establish  and  maintain  a  climate 
of  competitive  equality 

IVIultilateral  Forums 

U.S.  government  participation  in  international  financial 
and  economic  institutions  provides  an  ongoing  and 
effective  means  to  urge  adoption  of  national  treatment 
policies  and  to  discuss  problems  encountered  by  U.S. 
banks  overseas.  The  greatest  potential  is  offered  by  the 
Organization  for  Economic  Cooperation  and  Develop- 
ment (OECD)  whose  membership  encompasses  most 
ma)or  industrial  countries  and  represents  a  large 
proportion  of  international  banking  activity. 

The  1976  OECD  Declaration  of  International  Invest- 
ment and  Multilateral  Enterprises  states  that  member 
countries  of  the  OECD  should  provide  "national  treatment 
to  foreign  controlled  enterprises  once  established  in  the 
host  country  "  The  OECD  Committee  on  International 
Investment  and  Multilateral  Enterprises  is  empowered 
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under  the  related  Decision  on  National  Treatment  to 
review  cases  where  national  treatment  is  not  granted  and, 
as  a  result,  that  Committee  is  a  forum  for  dealing  with 
national  treatment  problems  of  established  U.S.  banks 
abroad  The  OECD  Committee  on  Financial  Markets 
regularly  brings  together  government  experts  to  discuss 
international  financial  and  banking  issues,  including 
problems  encountered  by  foreign  banks  in  particular 
countries.  Finally,  member  countries  of  the  OECD,  by 
subscribing  to  the  OECD  Code  of  Liberalization  of  Capital 
Movements,  have  agreed  to  progressively  liberalize 
controls  affecting  international  investment  and  the 
international  movement  of  funds  which  are  vital  to  the 
operations  of  U.S.  banks  in  foreign  markets.  The  OECD 
Committee  on  Invisibles  Transactions  provides  a  forum 
for  measuring  member  countries'  progress  toward 
achieving  the  Code's  goals 

Other  international  institutions  in  which  the  U.S.  partic- 
ipates, such  as  the  International  Monetary  Fund,  the 
Bank  for  International  Settlements  and  many  regional 
institutions,  provide  opportunities  to  discuss  problems  of 
international  and  multinational  banking.  Their  broad 
membership  and  frequent  meetings  offer  access  to 
foreign  officials  who  often  may  exercise  considerable 
influence  over  the  operations  of  US  banks  in  their 
countries.  Informal  discussions  of  the  problems  of  U.S. 
banks  at  this  level  can  be  more  effective  in  remedying 
discrimination  with  less  risk  of  exacerbating  the  problem 
or  otherwise  affecting  bilateral  relations  than  some  of  the 
more  direct  and  formal  approaches  discussed  above. 


Recent  Remedial  Efforts 

Several  examples  of  actual  US  remedial  approaches  to 
foreign  governments  are  cited  in  this  section.  This  list 
has  been  compiled  from  a  variety  of  sources  including 
file  searches  by  U.S.  embassies,  the  Treasury  Depart- 
ment, the  Comptroller's  Office  and  the  Federal  Reserve 
Board.  In  contrast  to  the  extent  and  diversity  of  entry  and 
operating  constraints  which  are  documented  in  this 
study,  the  description  of  the  history  of  remedial  efforts 
may  seem  brief  Several  factors  should  be  kept  in  mind, 
however.  Most  embassy  and  agency  files  do  not  go  back 
more  than  2  or  3  years  (and  in  some  cases  have  been  lost 
because  of  fire  or  civil  unrest).  Additionally,  the  bulk  of 
ongoing  corrective  actions  take  place  in  telephone 
conversations,  informal  social  contacts  and  other  forms 
of  interchange  which  are  rarely  recorded.  Oral  histories 
rely  on  the  memories  of  individuals  and  personnel 
transfers  and  changes  of  governments  and  their  officials 
create  many  discontinuities  in  the  fabric  of  institutional 
memory.  Finally,  as  pointed  out  at  the  beginning  of  this 
chapter,  intervention  by  the  U.S.  government  is  not 
normally  appropriate  unless  concern  is  expressed  by  the 
private  banking  community. 

The  following  situations  exemplify  the  kinds  of  reme- 
dial actions  the  U.S.  government  and  U.S.  banks  have 
undertaken. 

One  obvious  situation  giving  rise  to  remedial  efforts 
occurs  in  countries  that  exclude  or  substantially  restrict 
foreign  banking.  The  approach  used  is  tailored  to  the 
specific  local  circumstances  and  political  climate.  In 
Indonesia,  for  example,  embassy  officials  have  from  time 


to  time  conveyed  to  the  government  the  serious  interest 
several  U.S.  banks  have  in  entering  the  Indonesian 
market.  In  contrast,  in  Australia,  where  opposition  to 
foreign  entry  appears  to  originate  primarily  from  estab- 
lished domestic  banking  interests,  U.S.  efforts  have 
included  periodic  informal  talks  with  commercial 
bankers.  In  the  U.S.S.R.,  periodic  meetings  of  the  U.S.- 
U.S.S.R.  Joint  Commercial  Commission  have  been  used 
to  encourage  increased  Soviet  use  of  U.S.  commercial 
bank  financing  and  to  urge  fuller  Soviet  compliance  with 
generally  accepted  legal  and  financial  practices.  In  other 
exclusionary  countries,  such  as  Sweden,  Mexico  and 
Portugal,  ongoing  efforts  have  been  made,  in  each  case, 
based  on  the  specific  circumstances. 

Remedial  efforts  are  at  times  more  forceful  and  specif- 
ic. For  example,  in  Argentina  a  former  government 
introduced  a  series  of  highly  discriminatory  regulations 
leading  to  expropriation  of  foreign  bank  assets.  The  U.S. 
government  responded  with  a  series  of  official  protests 
and  formal  demarches.  In  other  cases,  careful  monitor- 
ing may  be  the  most  appropriate  course.  Romania,  for 
example,  appears  to  be  on  the  verge  of  licensing  off- 
shore branch  operations  from  several  foreign  countries; 
the  U.S.  embassy  in  Bucharest  will  carefully  monitor  the 
treatment  of  any  new  offshore  branches  relative  to  that 
of  U.S.  offshore  banking  interests  already  there. 

In  many  instances,  an  embassy  will  intervene  in  a 
specific  problem  area  at  the  request  of  an  individual  U.S. 
bank.  In  one  case,  for  example,  a  long-stalled  application 
for  a  branching  license  was  finally  granted  when  an 
embassy  official  noted  that  the  U.S.  was  following  the 
matter  with  interest.  In  another  case,  U.S.  banking  inter- 
ests in  the  host  country  were  suddenly  threatened  with 
new  restrictions  that  would  have  precluded  repatriation 
of  earnings  and  capital  unless  certain  rather  harsh 
conditions  were  met.  An  acceptable  compromise  was 
reached  when  an  embassy  official  discussed  the  matter 
with  the  Minister  of  Finance. 

Pakistan  represents  a  case  in  which  combined  private 
and  official  efforts  have  been  applied  on  an  ongoing 
basis.  Problems  arising  from  discriminatory  capital  re- 
quirements and  regulations  regarding  loan  recovery 
have  been  addressed  in  a  continuing  dialogue  with  the 
Government  of  Pakistan  at  several  levels.  In  addition  to 
informal  meetings  between  our  Ambassador  and  the 
Minister  of  Finance  and  other  embassy  discussions  with 
appropriate  Pakistani  officials,  U.S.  banks  have  organ- 
ized parallel  approaches  to  the  government  through  the 
local  association  of  foreign  banks.  Finally,  a  formal 
protest  by  the  United  States  is  being  considered  as  a 
supplement  to  the  above  measures. 

Actions  initiated  by  the  foreign  banks  themselves  have 
often  proven  effective.  A  Lebanese  proposal  to  limit  the 
issuance  of  letters  of  credit  by  foreign  banks  was  thwarted 
when  a  delegation  of  foreign  banks  led  by  a  US.  bank 
approached  the  government  on  the  matter.  In  another 
current  case,  proposed  legal  lending  limit  regulations  are 
pending  which  would  discriminate  against  foreign  banks 
in  Taiwan.  The  North  American  banking  community  has 
responded  by  meeting  twice  a  week  to  map  their  strategy 
and  also  by  meeting  with  the  Ministry  of  Finance.  To  date, 
the  private  foreign  banking  community  feels  it  can  best 
effect  modification  of  the  regulation  on  its  own  and  has 
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asked  the  U.S.  government  not  to  intervene.  In  an  unusual 
case,  U.S.  banks  in  Peru  have  enlisted  the  support  of  that 
country's  central  bank  in  working  to  change  discrimina- 
tory government  policy  on  the  allocation  of  subsidized 
export  financing. 

Congressional  debate  leading  up  to  the  passage  of  the 
International  Banking  Act  of  1 978,  and  its  mandate  under 
section  9  w/hich  led  to  this  report  may  in  and  of  itself 
prompt  some  countries  to  review  the  role  of  foreign 
banks  in  their  own  financial  systems.  It  is  perhaps  more 
than  a  coincidence  that,  in  recent  months,  a  few  of  the 
countries  reviewed  in  this  report  have  liberalized  treat- 
ment accorded  U.S.  and  other  foreign  banks. 

Those  examples  were  selected  to  show  the  diversity  of 
remedial  approaches  available  in  specific  situations  and 
how  the  appropriate  tone  and  mix  will  vary  depending 
upon  circumstances.  That  is  more  readily  apparent  in  the 
following  detailed  case  studies  which  reflect  three 
contrasting  situations. 

Canada 

It  is  appropriate  to  begin  the  review  of  U.S.  government 
efforts  on  behalf  of  foreign  banking  in  Canada  in  August 
1976  when  the  "White  Paper"  on  Canadian  banking 
legislation  was  released.'  The  "White  Paper"  was  the 
prelude  to  the  customary  decennial  review  of  Canadian 
banking  legislation  and  was  the  first  official  indication  of 
legislative  proposals  to  replace  the  Canadian  Bank  Act  of 
1967.^ 

The  "White  Paper"  proposals  received  considerable 
attention  both  in  Canada  and  abroad.  Within  Canada,  the 
proposals  were  received  favorably  in  most  quarters,  but 
encountered  opposition  from  a  number  of  politically 
powerful  groups  generally  opposed  to  foreign  ownership 
of  Canadian  interests. 

Although  the  "White  Paper"  proposal  to  allow  wholly- 
owned  foreign  subsidiaries  to  become  chartered  banks 
represented  a  significant  step  towards  more  liberal 
treatment  of  foreign  banks  other  proposed  restrictions 
caused  concern  among  U.S.  banks.  The  U.S.  government 
solicited  the  views  of  U.S.  banks  active  in  Canada,  and 
they  were  generally  receptive  to  the  "White  Paper" 
proposals.  Some  banks  had  been  concerned  that  the 
proposals  might  contain  more  restrictive  measures  or 
might  seriously  threaten  profitable,  established  foreign 
bank  affiliate  activities  in  Canada.  Many  of  the  banks 
contacted  had  difficulties  with  specific  individual  "White 
Paper"  proposals,  but  felt  that  those  would  be  more 
appropriately  discussed  directly  by  them  with  Canadian 
officials,  rather  than  being  the  subject  of  official  U.S. 
government  intervention. 

After  considerable  delay,  mainly  because  of  criticism  of 
some  proposals  affecting  Canadian  institutions,  legisla- 
tion was  submitted  to  Parliament  on  May  18,  1978.  The 
provisions  concerning  foreign  banks  generally  followed 


'"White  Paper  on  Revision  of  Canadian  Banking  Legislation,  Proposals 
Issued  on  Behalf  of  the  Government  of  Canada  by  the  Honorable  Donald 
S.  MacDonald,  Minister  of  Finance,"  Ottawa;  Minister  of  Supply  and 
Services,  1976. 

■■See  Chapter  12  for  a  fuller  discussion  of  these  provisions 


those  outlined  in  the  "White  Paper".  Reactions  of  tne  US 
banking  community  in  Canada  to  the  legislative  proposals 
were  generally  positive.  However,  their  concerns  over 
individual  restrictions  mounted  as  their  own  individual 
representations  had  not  produced  the  desired  results. 
Foreign  banks  that  wanted  to  enter  Canada,  while 
concerned  about  specific  restrictions,  nonetheless  were 
hopeful  that  banking  legislation  would  be  enacted  quickly 
so  that  the  moratorium  on  new  bank  entry  imposed  by  the 
Foreign  Investment  Review  Agency  could  be  lifted. 

The  Canadian  Senate  Committee  on  Banking,  Trade 
and  Commerce  and  The  House  of  Commons  Committee 
on  Finance,  Trade  and  Economic  Affairs  held  hearings  on 
the  bill.  A  number  of  banks  and  other  interested  parties, 
including  the  N.Y.  State  Superintendent  of  Banks,  either 
testified  or  submitted  comments  to  the  Senate  and  House 
of  Commons  committees.  The  U.S.  government  also 
continued  its  informal  efforts  to  promote  more  liberal 
provisions  in  the  proposed  legislation  both  in  Ottawa  and, 
with  visiting  Canadian  officials,  in  Washington.  Both 
committees  recommended  a  more  liberal  posture  toward 
foreign  banks.  However,  the  Bank  Act  was  not  passed 
before  Parliament  was  dissolved  in  March  1 979  because 
of  the  pending  elections. 

With  the  dissolution  of  Parliament  and  the  need  to 
resubmit  banking  legislation,  the  U.S.  government  has 
sought  to  make  its  views  known  to  the  new  Canadian 
government.  Those  representations,  although  welcom- 
ing the  significant  move  toward  liberalization  represent- 
ed by  the  previously  proposed  banking  legislation,  noted 
that  It  still  fell  short  of  providing  national  treatment  and 
equality  of  competitive  opportunity  to  U.S.  and  other 
foreign  banks. 

The  Clark  government  has  placed  a  high  priority  on 
speedy  passage  of  banking  legislation.  Legislative 
proposals  are  expected  to  be  submitted  to  the  Canadian 
Parliament  after  it  reconvenes  on  October  9,  and  final 
passage  is  widely  expected  by  early  1980. 

Although  new  legislative  proposals  on  banking  had  not 
been  drafted  when  this  report  was  prepared,  Canadian 
officials  appear  to  have  been  receptive  to  the  concerns 
raised  by  the  U.S.  government. 

Japan 

Japan's  economy  and  worldwide  importance  as  well  as 
the  needs  of  her  financial  and  banking  system  have 
changed  dramatically  over  the  past  decade,  as  indicated 
in  Chapter  19.  By  the  mid-70's,  there  were  some 
indications  that  these  changes,  if  coupled  with  a 
continuation  of  traditional  Japanese  banking  laws, 
regulations,  and  administrative  practices,  would  result  in 
a  gradual  decline  in  foreign  banking  activities  in  Japan 
and  could  eventually  call  into  question  their  continued 
viability. 

These  concerns  were  the  subject  of  discussions 
between  the  President  of  the  Federal  Reserve  Bank  of 
San  Francisco  and  Japanese  officials  beginning  in  June 
1974.  Further  discussions  were  held  in  1974  and  1975 
between  examiners  from  the  Office  of  the  Comptroller  of 
the  Currency  and  Ministry  of  Finance  officials,  and 
through  routine  Embassy  contacts  with  Japanese 
officials.  Those  discussions  served  to  lay  the  groundwork 
for  later  more  specific  representations.   It  should  be 
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emphasized  that  U.S  banks'  share  of  the  market  in  Japan 
was  still  growing  over  this  period,''  and  that  the  U.S. 
banking  community  in  Japan  had  publicly  made  few 
specific  complaints. 

General  discussions  between  Embassy  and  Japanese 
officials  continued  in  1976-77.  Specific  inquiries  were 
made  concerning  the  Ministry  of  Finance's  reluctance  to 
authorize  additional  branches  for  U.S.  banks  already 
operating  in  Japan,  and  greater  attention  was  paid  to  the 
potential  impact  of  proposed  changes  in  banking  and 
foreign  exchange  regulations  on  foreign  banks  in  Japan. 
U.S.  bank  activity  in  Japan  continued  to  grow  during  much 
of  1976-77'^  and,  again,  few  specific  complaints  were 
voiced  during  that  period. 

The  situation  began  to  change  dramatically  in  the  latter 
half  of  1977  as  Japan's  need  for  external  financing 
diminished.  U.S.  banks'  market  share  began  to  shrink,  and 
the  banks  realized  that  their  competitive  position  was 
vulnerable  because  of  an  inadequate  yen  funding  base 
and  insufficient  opportunities  for  expansion  and  yen 
lending  operations.  A  May  1978  report  commissioned  by 
foreign  banks  in  Japan'  concluded  that  the  traditional 
activity  of  providing  external  liquidity  had  become  one  of 
decidedly  secondary  importance,  and  that  foreign  banks 
would  need  to  search  for  a  new  role  in  the  Japanese 
financial  system.  That  report,  based  on  a  survey  of  foreign 
banks  in  Japan,  identified  publicly  the  major  regulatory 
and  administrative  problems  faced  by  the  foreign  banks, 
and  suggested  areas  for  improvement. 

U.S.  efforts  to  secure  more  equitable  treatment  also 
intensified  during  this  period.  The  President  of  the  Federal 
Reserve  Bank  of  San  Francisco  and  the  U.S.  Financial 
Attache  to  Japan  held  extensive  discussions  with  U.S. 
bankers  in  Japan  and  with  Ministry  of  Finance  and  Bank  of 
Japan  officials  in  April  1 978.  Those  discussions  explored 
in  depth  the  problems  faced  by  U.S.  banks.  They  served  to 
heighten  the  awareness  of  Japanese  officials  to  the 
difficulties  and  inequalities  faced  by  the  U.S.  and  other 
foreign  banks  in  Japan,  as  well  as  emphasizing  the 
significant  contributions  U.S.  banks  could  make  to  the 
further  development  of  Japan's  financial  system.** 

The  April  1 ,  1 978  discussions  also  signaled  the  begin- 
ning of  extensive  ongoing  contact  with  the  U.S.  banking 
community  and  working  and  policy  level  Japanese  offi- 
cials. 

It  is  important  to  note  that  the  Japanese  themselves 
may  have  been  slow  to  recognize  sufficiently  that 
Japan's  growing  worldwide  stature  and  international 
economic  importance  would  require  basic  structural 
changes,  including  a  change  in  the  traditional  approach 
to  the  domestic  financial  system.  This  recognition  greatly 
increased  over  the  latter  half  of  1 978,  perhaps  due  partly 
to  approaches  by  U.S.  officials  and  to  Congressional 
discussions  leading  up  to  the  International  Banking  Act  of 


'See  Table  19.2 
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"The  Future  Role  of  Foreign  Banks  in  Japan— In  Search  of  Long-Term 
Viability, "  International  Business  Information  Inc.  (Tokyo,  IVlay  19.1 978). 

"The  European  Community  also  made  representations  to  the  Japa- 
nese concerning  similar  difficulties  being  faced  by  EEC  banks. 


1978,  and  did  result  in  the  introduction  of  cautious  first 
steps  towards  liberalization. 

Prime  Minister  Ohira,  upon  his  election  last  November, 
provided  added  assurance  that  Japan  would  continue  its 
moves  toward  liberalization.  In  a  campaign  policy 
statement,  the  Prime  Minister  recommended  substantial 
liberalization  of  financial  markets  and  of  the  treatment 
accorded  foreign  banks,  and  noted  that  many  historical 
controls  had  outlived  their  usefulness. 

Nonetheless,  progress  was  slow— falling  victim  to 
Japan's  traditional  search  for  consensus  and  well- 
entrenched  opposition  from  the  traditionally  minded 
sectors  of  Japan's  domestic  banking  community. 

The  Administration,  represented  by  senior  Treasury 
officials,  held  a  series  of  discussions  with  Ministry  of 
Finance  and  Bank  of  Japan  officials  to  express  concern 
about  the  status  and  long  term  prospects  tor  U.S.  banks  in 
Japan.  U.S.  officials  urged  the  adoption  of  measures, 
especially  in  the  areas  of  yen  funding,  bank  expansion, 
and  lending  activities,  which  would  enhance  competitive 
opportunity  for  U.S.  banks.  Those  discussions  are  con- 
tinuing. 

The  Ministry  of  Finance  and  the  Bank  of  Japan  have 
clarified  their  policies  toward  foreign  banks  and  have 
taken  measures,  as  discussed  in  Chapter  19,  which 
address  each  area  of  concern  which  was  raised.  These 
actions  appear  to  have  substantially  improved  competi- 
tive opportunities  for  U.S.  banks  in  Japan,  although  it  is 
too  early  to  make  any  definitive  judgment. 

The  Japanese  financial  system  will  continue  to 
undergo  change  and  the  role  of  U.S.  banks  within  that 
system  will,  of  necessity,  evolve  over  time.  This  evolution- 
ary process  will  benefit  greatly  from  continuing  discus- 
sions and  close  contacts  between  U.S.  and  Japanese 
officials,  in  a  spirit  of  mutual  cooperation  and  friendship. 

Spain 

For  40  years  following  the  Spanish  Civil  War,  U.S.  and 
other  foreign  banks  had  been  limited  to  representative 
offices  or  minority  equity  participation  in  domestic 
Spanish  banks.  During  this  period,  the  domestic  banking 
sector  came  to  be  dominated  by  a  group  of  large  and 
politically  powerful  institutions.  Partly  as  a  result  of  their 
isolation  from  international  banking  competition,  Spanish 
banking  institutions  did  not  keep  pace  with  their 
European,  Japanese,  or  U.S.  counterparts  in  modern 
organization,  efficiency  or  competitiveness. 

During  the  late  50's  and  60's,  the  Spanish  opened  their 
economy  to  foreign  direct  investment  and  took  strides 
toward  greater  economic  interdependence  with  the 
industrialized  nations.  This  led  to  the  proliferation  of 
representative  offices  in  Spain,  and  gradually  resulted  in 
increased  pressure  from  Europe  and  the  United  States  for 
full-service  banking  access  to  the  domestic  commercial 
banking  market. 

Although  numerous  representations  were  made  to  the 
Spanish  during  the  70's,  progress  was  not  forthcoming 
even  though  the  Spanish  government  fully  recognized 
that  increased  competition  would  be  beneficial.  At  the  first 
meeting  of  the  U.S.-Spanish  Joint  Economic  Committee 
in  March  1977,  the  U.S.  pointedly  asked  when  a  law 
allowing  foreign  bank  branch  operations  would  finally  be 
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approved.  The  reply  was  that  this  was  still  a  "sensitive 
question"  and  no  early  change  in  the  law  would  be 
possible. 

Finally,  by  the  end  of  1977  and  the  beginning  of  1978. 
drafts  of  a  decree  which  would  allow  foreign  bank  branch 
operations  were  actively  under  consideration  by  the 
Spanish  government.  U.S.  representations  during  this 
period  concentrated  on  trying  to  moderate  certain 
elements  contained  in  these  draft  laws.  For  example,  what 
is  still  an  extremely  high  capitalization  requirement  for 
branches  was  originally  set  at  almost  double  that  amount. 
The  decree  authorizing  foreign  bank  operations  went  into 
effect  on  June  24,  1978.  Since  then,  21  foreign  banks, 
including  ten  U.S.  institutions,  have  received  permission 
to  establish  branches  in  Spam. 

Under  the  decree,  foreign  banks  in  Spam  are  still 
subject  to  a  number  of  restrictKjns  not  applied  to  domestic 
institutions.  Other  provisions  such  as  ceilings  on  the 
amount  of  guarantee  and  letter  of  credit  business, 
although  recently  imposed  on  both  foreign  and  domestic 
banks,  work  m  practice  to  the  competitive  disadvantage 
of  foreign  banks." 


The  U.S.  government  has  been  seeking  a  relaxation 
and  eventual  elimination  of  these  restrictions  and 
measures.  This  subject  has  been  raised  at  both  the 
September  1978  and  May  1979  meetings  of  the  U.S.- 
Spanish Joint  Economic  Committee,  at  the  March  1979 
meeting  of  the  OECD  Committee  on  Financial  Markets, 
and  through  numerous  embassy  approaches.  Represen- 
tations are  continuing. 

The  decision  by  the  Spanish  government,  despite 
intense  domestic  opposition,  to  admit  foreign  branches 
into  Spam  after  a  40-year  hiatus,  was  welcomed  by  the 
international  banking  community.  Foreign  banks  general- 
ly recognize  that  the  Spanish  authorities  need  to  proceed 
cautiously,  allowing  the  existing  highly  protected  domes- 
tic banking  structure  some  time  to  absorb  the  changes 
stimulated  by  foreign  competition.  On  the  other  hand,  it 
would  be  unfortunate  if  the  present  restrictions  on  foreign 
banks  were  retained  beyond  a  short  transition  period, 
thereby  delaying  the  evolution  of  a  more  competitive  and 
efficient  Spanish  banking  structure. 


''See  Chapter  24  for  a  discussion  of  tfiese  restrictions  and  also  of  the  25 
percent  deposit  requirement  on  foreign  loans 
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37.  Conclusions  and 
Recommendations 


In  accordance  with  the  Congressional  directive  in  the 
International  Banking  Act  of  1978,  this  report  has 
examined  the  treatment  of  U.S.  banks  by  foreign 
governments  to  determine  the  extent  to  which  they  enjoy 
effective  equality  of  competitive  opportunity  in  their 
overseas  operations  Two  related  matters  have  also  been 
investigated,  namely,  the  impact  on  U.S.  exports  of  any 
discriminatory  treatment  of  U.S.  banks,  and  efforts 
undertaken  by  the  U.S.  government  to  eliminate  foreign 
governments'  laws,  regulations,  policies  or  practices  that 
discriminate  against  US  banks 

In  adopting  national  treatment  as  the  guiding  principle 
for  federal  regulation  of  foreign  banks  in  the  United  States, 
Congress  both  reaffirmed  the  long-standing  U.S.  policy 
of  promoting  free  world  trade  and  capital  flows,  and 
created  a  regulatory  framework  designed  to  allow  for- 
eign banks  in  the  US  competitive  opportunities  which 
parallel  those  of  U.S.  banks. 

A  national  treatment  policy  is  rooted  in  the  belief  that 
fair,  open  competition  among  enterprises  from  different 
nations  will  produce  economically  beneficial  results  both 
at  home  and  abroad.  The  United  States  and  other 
countries  have  benefitted  from  the  international  expan- 
sion of  banking.  Host  countries,  including  the  United 
States,  have  gained  from  improved  efficiency  and 
performance  of  financial  markets,  and  enhanced  financ- 
ing opportunities  that  result  from  a  foreign  banking 
presence. 

In  evaluating  the  official  treatment  accorded  U.S. 
banks  in  any  particular  foreign  country,  it  is  necessary  to 
assess  the  effects  of  laws,  regulations,  policies,  adminis- 
trative practices  and  other  factors  affecting  the  overall 
regulatory  climate.  Extension  of  essential  equality  of 
competitive  opportunity  to  U.S.  banks  requires  that  the 
host  country  provide  adequate  opportunities  for  entry, 
choice  of  organizational  forms  and  subsequent  expan- 
sion within  the  host  country's  banking  markets  as  well  as 
equitable  application  of  rules  and  regulations  to  establish 
US  banks  vis-a-vis  comparably  situated  domestic  insti- 
tutions. 

In  determining  the  degree  to  which  remedial  efforts  are 
appropriate,  consideration  must  also  be  given  to  the 
relative  size  and  level  of  sophistication  of  a  particular 
country's  financial  system,  as  well  as  to  the  overall 
economic  and  development  policy  objectives  of  the  host 
government.  For  example,  governments  of  many  devel- 
oping nations  in  which  the  financial  sector  is  still  in  the 
ea'riy  stage  of  evolution,  may  feel  the  need  to  promote 
indigenous  banking  while  moving  cautiously  with  respect 
to  foreign  banks 


The  major  conclusions  and  recommendations  derived 
from  the  study  are  set  forth  below.  These  conclusions  and 
recommendations  represent  the  views  of  the  Depart- 
ments of  State  and  Treasury,  the  Federal  Reserve  Board, 
and  the  Comptroller  of  the  Currency,  the  Federal  Deposit 
Insurance  Corporation  has  not  formally  endorsed  the 
conclusions  and  recommendations. 

Conclusions 

1 .  us  banks  have  a  substantial  degree  of  access  to 
most  financial  markets  abroad  of  importance  to  them, 
both  in  terms  of  initial  entry  and  the  powers  they  may 
exercise  once  entry  has  been  accomplished.  U.S.  banks 
established  in  those  markets  generally  believe  that  they 
are  fairly  treated  compared  with  indigenous  institutions. 

2.  Within  this  generally  favorable  context,  some 
variation  in  the  treatment  of  U.S.  and  other  foreign  banks 
IS  evident.  This  treatment  ranges  from  free  and  open 
regulatory  environments  in  developed  nations,  with  a  few 
marked  exceptions,  to  quite  restrictive  conditions  in  some 
nations  in  earlier  stages  of  development.  However,  a 
number  of  developing  countries  are  relatively  accessible 
to  foreign  banks  and  a  few  actively  encourage  foreign 
presence 

3.  U.S.  banks'  overseas  expansion  has  been  predomi- 
nantly through  the  establishment  of  direct  branch 
operations.  Approximately  three-quarters  of  U.S.  banks' 
overseas  assets  are  in  branches  rather  than  in  subsidiar- 
ies and  affiliates.  Branches  offer  advantages  in  terms  of 
cost,  flexibility  and  control.  The  overwhelming  preference 
of  U.S.  banks  is  for  direct  branches  as  a  means  of  future 
banking  expansion  abroad  rather  than  acquisition  of 
equity  interests  in  existing  banks  or  establishment  of  new 
affiliates  or  subsidiaries. 

4.  Only  a  few  countries  prohibit  foreign  bank  entry 
altogether,  and  those  are  mostly  countries  with  fully 
nationalized  banking  systems. 

Various  restrictions  on  the  permissible  forms  of  foreign 
bank  entry  are  fairly  common,  however.  Some  countries 
only  allow  representative  offices.  Others  will  allow  foreign 
banks  to  establish  subsidiaries  but  not  branches.  And 
many  countries  now  effectively  limit  foreign  equity 
interests  in  domestic  banks  to  less  than  majority  holdings. 
In  general,  these  entry  restrictions  are  aimed  at  protecting 
indigenous  financial  institutions  or  at  maintaining  national 
control  of  the  financial  system. 

5.  A  large  number  of  countries,  including  many  with 
otherwise  liberal  entry  policies,  such  as  permitting  foreign 
branches  and  de  novo  bank  subsidiaries,  take  a  more 
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restrictive  approach  to  foreign  acquisition  of  domestic 
banl<s.  In  some  of  these  countries,  acquisition  of  equity 
interest  in  indigenous  banl<s  is  prohibited  or  strictly  limited 
to  less  than  a  controlling  interest  by  law,  many  others  by 
unwritten  policy.  Such  policies  have  not  often  been 
clearly  enunciated  or  tested,  at  least  within  the  realm  of 
public  knowledge,  particularly  with  regard  to  acquisitions 
of  large  banks.  Although  evidence  of  impediments  to 
foreign  (including  U.S.)  acquisition  of  very  large  indige- 
nous banks  is  largely  impressionistic,  decisions  regard- 
ing any  given  acquisition  would  be  heavily  influenced  by 
the  particular  circumstances  surrounding  the  proposed 
acquisition.  Informed  judgments  suggest  that,  as  a  gen- 
eral matter,  such  acquisitions  would  be  discouraged  by 
most  governments. 

6.  Very  few  countries  demand  reciprocity  as  an 
absolute  condition  for  foreign  bank  entry.  A  number  of 
countries,  however,  include  reciprocity  among  the  factors 
to  be  considered  when  reviewing  foreign  bank  applica- 
tions. Reciprocity  criteria  vary  widely  in  practice,  ranging 
from  broad  considerations  applied  with  substantial 
discretion  to  very  narrow  requirements  that  in  the  extreme 
reduce  to  one-for-one  trades  of  new  licenses.  Because 
individual  states  of  the  U.S.  prohibit  foreign  bank  entry  or 
restrict  branch  banking,  U.S.  banks  from  those  states 
have  sometimes  been  adversely  affected  by  reciprocity 
requirements. 

7.  A  determination  of  whether  competitive  equality 
exists  requires  a  careful  review  of  restrictions  and 
operating  privileges  granted  foreign  banks  on  a  country- 
by-country  basis.  Generalization  regarding  the  impor- 
tance of  any  individual  restriction  is  not  possible  because 
of  the  unique  structure  of  individual  financial  systems. 
Moreover,  the  impact  of  any  particular  restriction  may  be 
exacerbated  when  applied  in  combination  with  other 
regulations.  It  is  also  important  to  note  that  domestic 
monetary,  fiscal,  and  balance  of  payments  policies 
significantly  affect  banking  activities  and  sometimes  have 
a  differential  competitive  impact  on  foreign  banks  due  to 
the  nature  of  their  operations. 

8.  Most  industrialized  nations  and  some  developing 
countries  apply  identical  laws  and  regulatory  require- 
ments to  the  operations  of  foreign  and  domestic  banks  as 
a  matter  of  clearly  stated  policy.  Those  regulations  and 
policies  may  have  a  differentially  adverse  impact  on 
foreign  banks  due  to  the  nature  of  their  operations.  Some 
of  these  countries  have  deliberately  reduced  competitive 
inequities  by  flexible  application  of  those  requirements  to 
foreign  banks  or  by  granting  privileges  to  foreign  banks  to 
compensate  for  the  differential  impact  of  restrictive 
regulations. 

9.  Relatively  few  countries  having  significant  financial 
markets  impose  requirements  that  explicity  discriminate 
against  operations  of  U.S.  and  other  foreign  banks.  The 
intent  of  countries  which  do  impose  such  restrictions  is 
often  to  limit  foreign  banks  to  specific  segments  of  the 
financial  market  such  as  trade  and  foreign  currency 
financing.  Some  discriminatory  operating  restrictions  are 
of  little  consequence  to  U.S.  banks,  given  the  nature  of 
their  operations  in  the  country.  Others,  however,  such  as 
differential    capital    requirements,    lack   of   access   to 


rediscount  facilities  or  subsidized  funds,  limitations  on 
branch  expansion  within  a  country,  or  differential  reserve 
requirements  can  have  adverse  effects  on  the  ability  of 
foreign  banks  to  compete  effectively. 

1 0.  No  evidence  was  found  of  any  country  singling  out 
U.S.  banks  for  discrimination  vis-a-vis  other  foreign 
banks. 

1 1 .  No  evidence  has  been  found  to  indicate  that  U.S. 
exports  are  significantly  impeded,  either  directly  or 
indirectly,  by  discriminatory  treatment  of  U.S.  banks 
abroad.  U.S.  banks  do  not  require  physical  presence 
within  a  particular  country  in  order  to  finance  or  facilitate 
export  sales  to  that  country.  Many  alternative  financing 
sources  are  available.  The  existence  of  an  established, 
competitive  international  banking  network  ensures  that 
creditworthy  export  transactions  will  receive  the  neces- 
sary financing. 

1 2.  Since  U.S.  banks  have  close  working  contacts  with 
host  country  banking  authorities,  they  are  often  in  the  best 
position  to  resolve  regulatory  problems.  However, 
sometimes  official  attention  is  appropriate.  The  U.S. 
government  acts  through  many  different  channels  in 
efforts  to  eliminate  discriminatory  treatment  of  U.S.  banks 
abroad,  such  as  formal  and  informal  approaches  by  U.S. 
officials  to  host  governments,  discussions  at  meetings  of 
international  organizations  and  bilateral  commissions, 
and  meetings  with  banking  authorities.  The  range  of 
issues  covered  extends  from  resolving  specific  business 
problems  of  individual  banks  to  presenting  official  U.S. 
government  positions  on  proposed  regulations  and 
legislation,  or  to  negotiating  changes  in  the  overall 
regulatory  environment. 

Recommendations 

1.  Since  U.S.  banks  generally  receive  equitable 
treatment  abroad,  remedial  efforts  should  be  directed  to 
areas  in  which  U.S.  banks  do  not  receive  national 
treatment  and  competitive  equality.  Where  such  efforts 
are  necessary,  departments  and  agencies  of  the  U.S. 
government  should  bring  pressures  to  bear,  as  appro- 
priate, for  remedial  action. 

2.  Because  the  principle  of  national  treatment  lays  the 
best  foundation  for  further  growth  of  international  banking 
and  efficient  capital  markets,  broad  support  for  this 
principle  should  continue.  The  United  States  should  use 
the  many  opportunities  presented  by  formal  and  informal 
bilateral  contacts  and  multilateral  forums  such  as  the 
OECD,  in  which  broad  investment  issues  are  discussed, 
to  encourage  adherence  to  this  principle,  while  recogniz- 
ing that  traditions,  current  policy  concerns  and  financial 
structures  vary  widely  across  countries. 

3.  The  Department  of  the  Treasury,  in  collaboration 
with  other  U.S.  government  agencies,  should  direct 
continuing  review  and  maintenance  of  information  of 
official  policies,  practices,  and  regulatory  and  legislative 
developments  affecting  operations  of  U.S.  banks  in 
foreign  countries.  This  would  enable  the  identification  of 
important  problems  and  determination  of  the  need  for 
remedial  efforts.  The  Departments  of  State  and  Treasury 
should  continue  the  implementation  of  these  remedial 
efforts  programs. 
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General  Notes  to  Tables  in  Appendix  I 

1  ^  Contidentiality  precludes  publishing  financial  data  when  fewer  than  three  entities  are  present  in  a  country.  Data  not 
disclosed  for  reasons  of  confidentiality  are  classified  N,A.,  for  not  available. 

2.  Data  on  affiliates  are  available  for  1976  only, 

3.  The  definition  of  affiliate  used  in  these  tables  includes  all  equity  investments  of  between  20  and  50  percent,  except  in 
cases  where  the  Board  has  deternnined  that  ownership  of  less  than  50  percent  confers  effective  control  of  an 
institution,  in  which  case  it  is  included  as  a  subsidiary.  For  other  purposes  in  this  report,  an  affiliate  relationship  is 
considered  to  exist  if  U.S.  ownership  is  as  little  as  10  percent. 

4.  The  tables  do  not  include  data  for  U.S.  banking  organizations  that  are  not  member  banks  or  bank  holding  companies. 
The  most  important  resultant  omissions  are  the  overseas  activities  of  American  Express  International  Banking  Corp., 
Inc.,  with  five  subsidiaries  and  46  branches  in  25  countries,  and  International  Bank  of  Washington,  with  branches, 
subsidiaries  or  affiliate  banks  in  eight  countries. 

5  Data  on  the  tables  may  not  add  because  of  nondisclosable  amounts  and  because  of  rounding 

6  All  materials  in  these  tables  were  provided  from  special  tabulations  by  the  Federal  Reserve  Board 
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Table  1-1 

Selected  financial  data  for  foreign  brancties  of  member  banks,  1977 

(U.S.  dollars  in  billions) 


Country 


Number  ol 
branches 


Casli  and 
due 


Loans 


Due  from 

foreign 

branches 


Total 
assets 


Total 
deposits 


Due  to 
head  office 
and  domestic 
branches 


Japan 31 

Germany  25 

U.K 57 

France 17 

Italy 14 

Canada 0 

Spam 0 

Switzerland  9 

Netherlands 6 

Belgium 10 

Austria  1 

Denmark 3 

Australia 0 

Sweden  0 

Brazil 19 

India 10 

Korea 6 

Venezuela  and  Mexico*  ....  9 

Nigeria 0 

Puerto  Rico 23 

Cayman  Islands 58 

Bahamas 74 

Singapore 21 

Bahrain 5 

Hong  Kong  30 

Panama 33 

All  other  countries 269 

Total  Reporting 730 


$  0.9 

$     9.7 

0 

$  12.2 

$     3.6 

$  0.2 

3.1 

1.8 

0 

5.9 

5.0 

02 

37.2 

245 

$14.0 

82.1 

76.1 

1.5 

4.6 

3.3 

2.6 

10.9 

9.9 

0.1 

0.9 

1.5 

0 

2.8 

21 

0.1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0.7 

0.7 

0 

1.4 

1.1 

0.1 

06 

0,6 

0.1 

1.4 

1.1 

0 

3.1 

18 

0.5 

5.8 

5.3 

01 

N.A. 

N.A. 

N.A. 

N.A. 

N.A. 

N  A 

0 

0.1 

0 

0.2 

0,1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0.1 

1.3 

0 

1.6 

0.4 

0,1 

0 

0.2 

0 

0.3 

0.2 

0 

2.8 

0.5 

0 

0.7 

0.2 

0 

0.1 

0.1 

0 

0.3 

0.3 

0 

0 

0 

0 

0 

0 

0 

0.3 

2.2 

0 

3.0 

2.4 

0.2 

4.8 

8.4 

0.1 

13.7 

8.7 

3.6 

14.4 

32.1 

2.5 

50.9 

32.7 

13.7 

3.5 

2.1 

1.8 

7.6 

6.4 

0.2 

1.3 

2.6 

0.1 

4.2 

3.0 

0 

0.2 

4.7 

0.1 

5.1 

1.6 

0 

0.8 

3.4 

0 

4.4 

3.0 

0 

0.5 

7.4 

0.9 

12.8 

8.5 

0.6 

$79.9 


$109.1 


$22.9         $227.9 


$172.3 


$20.7 


"The  countries  are  combined  to  prolecl  confidentiality 
See  general  notes  to  tables 
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Table  1-2 

Selected  financial  data  for  foreign  branches  of  member  banks,  1976 

(US.  dollars  in  billions) 


Country 

Number  of 
branches 

Cash  and 
due 

Loans 

Due  from 

foreign 

branches 

Total 
assets 

Total 
deposits 

Due  to 
head  office 
and  domestic 
branches 

Japan 

Germany  

UK 

France 

31 
27 
58 
19 

$  0.5 

3.3 

35,6 

4.5 

0.6 

0 

0 

0.6 

0.5 

2.3 

N.A. 

0 

0 

0 

0 

0 

0.1 
0 
0 
0 

3.6 

13.6 
2,6 
0.6 
0.1 
0.7 

2.1 
$71.3 

$  8.2 

2.0 

19.7 

2.8 

1,1 

0 

0 

0,5 

05 

11 

N,A, 

0,1 

0 

0 

1.2 

0.2 

0.3 
0.1 
0 
2,0 
6.8 

28.1 
1.9 
1.6 
35 
2.9 

5.2 
$89.9 

0 

0 

$12.5 

1.9 

0.1 

0 

0 

0 

0,2 

0,6 

N,A, 

0 

0 

0 

0 

0 

0 
0 
0 
0 
0,1 

0,7 

2,3 

0 

0 

0 

0,8 
$19,4 

$  10.8 

6.2 

72.5 

9.5 

2.1 

0 

0 

1,2 

13 

4,4 

N,A. 

0.1 

0 

0 

1.4 

0.3 

0.4 

0.3 

0 

23 

10.7 

44,0 
7,0 
2,3 
3,8 
3,7 

8,9 
$193,8 

$     2,9 

5,2 

68,1 

8,3 

1,6 

0 

0 

0,9 

1,0 

40 

N,A, 

0,1 

0 

0 

0,5 

0,2 

0,1 
0,2 
0 
2,1 
5,5 

27,5 
6,1 
1,7 
1,0 
27 

7,7 

$148,0 

$  0.2 
0.2 
1.0 
0.1 

Italy 

Canada 

Spam 

11 

0 
0 

0 

0 
0 

Switzerland  

Netherlands 

Belgium            

9 
6 

10 

0.1 

0 

0.1 

Austria  

1 

N.A 

Denmark          

3 

0 

Australia 

0 

0 

Sweden  

Brazil 

India 

0 
18 
11 

0 

0.2 

0 

Korea 

Venezuela  and  Mexico*  . . 

Nigeria 

Puerto  Rico    

4 

0 

0 

23 

0 

0 

0 

02 

Cayman  Islands 

Bahamas 

Singapore 

Bahrain 

54 

76 

23 

5 

2.8 

11.1 

0.1 

0 

Hong  Kong  

27 

0 

Panama 

33 

04 

All  other  countries 

270 

0.5 

Total  Reporting 

719 

$17.0 

"The  countries  are  combined  to  protect  confidentiality 
See  general  notes  to  tables 
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Table  1-3 

Selected  financial  data  for  foreign  branches  of  member  banks.  1975 
(U.S.  dollars  in  billions) 


Due  Irom 

toreign 

branches 


Total 
assets 


Number  ot  Casti  and 

Country                                           brandies  due  Loans 

Japan 31  $  0.6  $     72  0  $  10.2 

Gernnany 31  3.1  2.3  $  0.1  6.3 

UK 55  33  9  19.0  11.4  67.6 

France 19  3  5  3.0  0.6  7.4 

Italy 10  0.6  1,1  0  2,0 

Canada 0  0  0  0  0 

Spam 0  0  0  0  0 

Switzerland  9  0.5  0.4  0  1 .0 

Netherlands 6  0.3  0.5  0.1  1.0 

Belgium  10  2.2  1.1  0.5  4.0 

Austria 1  N  A.  N  A  N.A.  N.A. 

Denmark  2  N.A.  N.A.  N.A.  N.A. 

Australia 0  0  0  0  0 

Sweden  0  0  0  0  0 

Brazil 19  0  0,6  0  0,7 

India 11  0  0,2  0  0,2 

Korea 3  0.1  0.2  0  0.3 

Venezuela  and  Mexico'  9  0  0  1  0  0.3 

Nigeria 0  0  0  0  0 

Puerto  Rico 23  0.1  1.9  0.1  2.2 

Cayman  Islands 49  1.3  4.2  0.3  5.9 

Bahamas 77  9.4  1 9.5  0.5  30.9 

Singapore 22  2  5  15  1 .5  5  7 

Bahrain 2  N.A.  N.A,  N.A.  N.A. 

Hong  Kong  25  0.1  2.4  0  2.6 

Panama 33  0.4  3.2  1.0  4.8 

All  other  countries 315  0.8  3.9              1_2        8^ 

Total  Reporting 762  $60  4  $73.8  $17.4  $162,7 


Total 
deposits 


Due  to 
tiead  office 
and  domestic 
branches 


2.9 

54 

63,6 

6,2 

1,4 

0 

0 

0,7 

0,9 

3,5 

N.A 

N,A, 

0 

0 

0,3 

0,2 

0,1 
0,2 
0 
1,7 
3,7 

20,0 
5,2 

N,A, 
0.7 
2.5 

6.2 


$126.0 


$0.2 
0.3 
0,1 
0.1 
0.1 

0 
0 

0,1 
0 

0,1 

N,A, 

N,A, 

0 

0 

0,2 

0,2 

0 

0 

0 

0,4 

0.9 

5.5 

0,1 

N,A, 

0 

0 

1.6 
$9.9 


"The  counlries  are  combined  to  protect  confidentiality 
See  general  notes  to  tables 
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Table  1-4 

Selected  financial  data  for  foreign  branches  of  member  banks.  1974 

(U.S  dollars  in  billions) 


Due  to 

Due  from 

headollice 

Number  ot 

Cash  and 

foreign 

Total 

Total 

anddomestic 

Counliy 

branches 

due 

Loans 

branches 

assets 

deposits 

branches 

Japan  

30 

$  0.4 

$  5.5 

0 

$     9.6 

$     2.4 

$01 

Germany  

30 

3.3 

2.4 

$  01 

6.4 

54 

0.3 

U.K 

54 

31  3 

20.9 

8.0 

647 

61.8 

0.3 

France 

17 

3.3 
07 

2.3 
1.0 

1  1 
01 

7.0 
19 

5.9 
1.3 

0 

Italy 

10 

0 

Canada 

0 

0 

0 

0 

0 

0 

0 

Spam 

0 

0 

0 

0 

0 

0 

0 

Switzerland  

9 

0.5 

0.4 

0.4 

1.4 

1.2 

0.1 

Netherlands 

6 

0.3 

0.6 

01 

1.1 

0.9 

0 

Belgium 

9 

2.1 

01 

0.7 

3.9 

3.4 

0 

Austria  

1 

N.A 

N.A 

N.A. 

N.A. 

N  A 

N  A 

Denmark  

0 

0 

0 

0 

0 

0 

0 

Australia 

0 

0 

0 

0 

0 

0 

0 

Sweden  

0 

0 

0 

0 

0 

0 

0 

Brazil 

19 

0 

0.1 

0 

0.7 

0.5 

01 

India 

11 

0 
0 

0.2 
0.1 

0 
0 

03 
0.2 

0.2 
0.1 

0 

Korea 

3 

0 

Venezuela  and  Mexico'  . 

9 

0 

0.1 

0 

0.3 

0.2 

0 

Nigeria 

0 

0 

0 

0 

0 

0 

0 

Puerto  Rico 

22 

0.1 

1.7 

0 

1.8 

1.3 

0.1 

Cayman  Islands 

43 

0.9 

2.7 

0.1 

3.9 

2.2 

0.5 

Bahamas 

80 

5.2 

12.1 

0.2 

19.2 

14.0 

1.3 

Singapore 

18 

1  9 

1.3 

0.8 

4.3 

3.8 

0 

Bahrain 

2 

N  A 
01 

N.A. 
1.6 

N  A. 
0 

NA 
18 

N.A 
0.6 

NA. 

Hong  Kong  

24 

0 

Panama 

33 

0.3 

1.6 

$52.1 

2.4 

57 

$61.4 

0.4 
1.1 

3.2 
8.3 

$140.5 

11 

6.7 

$113.2 

0 

All  other  countries 

302 

1.2 

732 

Total  Reporting 

$13.2 

$4.0 

"The  countries  are  combined  lo  protect  confidentiality 
See  general  notes  to  tables 
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Table  1-5 

Selected  financial  data  lor  foreign  brandies  of  member  banks.  1973 

(U.S.  dollars  in  billions) 


Country 


Number  ot    Casti  and 
branches         due 


Loans 


Due  from 

foreign 

brancties 


Total 
assets 


Total 
deposits 


Due  to 
head  oltice 
and  domestic 
branches 


Japan 24 

German  30 

UK 52 

France 15 

Italy 8 

Canada 0 

Spam 0 

Switzerland  9 

Netherlands 6 

Belgium  8 

Austria  1 

Denmark 0 

Australia 0 

Sweden  0 

Brazil 21 

India 11 

Korea 3 

Venezuela  and  Mexico"  ....  9 

Nigeria 0 

Puerto  Rico 22 

Cayman  Islands 30 

Bahamas 90 

Singapore 15 

Bahrain 2 

Hong  Kong  22 

Panama 33 

All  other  countries 283 

Total  Reporting 694 


$  0.2 

S  4.0 

2.6 

2,3 

31  3 

18.9 

2,8 

1,8 

09 

0,7 

0 

0 

0 

0 

0.4 

0,3 

0.2 

0,4 

1.3 

0.1 

N.A, 

N.A. 

0 

0 

0 

0 

0 

0 

0 

0.4 

0 

0.2 

0 

01 

0      . 

01 

0 

0 

0.1 

1.2 

0.8 

1.7 

5.8 

10.8 

11 

0.8 

N.A 

N.A 

0 

0.8 

0.2 

1.3 

25 

4.2 

$50.2 


$50.1 


0 

$     5.8 

$     18 

0 

$0.4 

5.8 

4.5 

$02 

5.3 

58.0 

55,8 

0 

0.6 

5.7 

4.4 

0 

0.2 

1.9 

1,7 

0 

0 

0 

0 

0 

0 

0 

0 

0 

02 

1.0 

0,8 

0 

0.1 

0.7 

0,6 

0 

0.1 

2.1 

1,9 

0 

N.A, 

N.A, 

N,A 

N  A. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0,5 

0.4 

0 

0 

0,3 

0.2 

0 

0 

0.2 

0.1 

0 

0 

0.3 

0.2 

0 

0 

0 

0 

0 

0 

1.5 

0.9 

0,5 

0 

2.7 

1.4 

0 

0.3 

18,1 

14.7 

0,2 

0.6 

2,6 

2,5 

0 

N.A. 

N.A. 

NA 

NA 

0 

0.9 

0,4 

0 

0.2 

1.7 

08 

0 

1.2 

8.1 

7.1 

0,7 

$9.2 

$118.0 

$100.2 

$1.6 

"The  countries  are  combined  to  protect  confidentiality 
See  general  notes  to  tables 
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Table  1-6 

Selected  financial  data  for  foreign  banking  subsidiaries  of  U.S.  banks,  bank  fielding  companies,  and  Edge  and 
Agreement  corporations,  by  country,  December  1977' 

(U,S-  dollars  in  billions) 


Country  Numberf 

Australia 7 

Austria  3 

Belgium  6 

Brazil 3 

Canada 4 

Denmark  0 

France  4 

India 0 

Japan 0 

Mexico 0 

Netherlands 4 

Nigeria 3 

Korea 0 

Sweden  0 

Switzerland  7 

United  Kingdom 23 

Venezuela  0 

Germany  6 

Italy,  South  Africa, 

and  Spain:}:  3 

Offshore  banking  centers§ 29 

Other  countries 56 

Total 158 


Cash  and 
due 


Total 

Total 

Loans 

assets 

deposits 

$    14 

$  1,8 

$  0.9 

03 

0,5 

0,4 

1,8 

2,5 

2,1 

0,7 

0,8 

0,5 

16 

2,7 

2,4 

0 

0 

0 

0,9 

1,5 

1.3 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0,2 

0,3 

0.2 

0,1 

0,3 

0,2 

0 

0 

0 

0 

0 

0 

0,3 

0,6 

0,5 

5,0 

9,2 

7.3 

0 

0 

0 

3,4 

6,3 

5,5 

1,0 

2,5 

2,1 

2,8 

7.3 

6.6 

2.3 

4,1 

3.0 

Equity 


0 
0.1 
0.4 

0 
0.6 

0 
0.6 
0 
0 
0 

0.1 
0.1 
0 
0 
0.3 
2.1 

0 
2.0 

0.8 
4.0 
1,0 


$11.6 


$21.7 


$39.8 


$33.2 


$0.1 

0 

0.1 

0.1 

0.1 

0 
0.1 
0 
0 
0 

0 
0 
0 
0 
0.1 
0.4 

0 
0.5 

0.1 
0.2 
0.3 

$2.1 


■  Banking  subsidiaries  are  generally  defined  as  companies  that  make  loans  and  accept  demand  deposits  Includes  Edge  branches  and 
some  merchant  banks 

t  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 

:|:The  countries  are  combined  to  protect  confidentiality 

§lncludes  only  the  Bahamas,  the  Channel  Islands,  the  Cayman  Islands  and  Luxembourg 

See  general  notes  to  tables 
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Table  1-7 

Selected  financial  data  for  foreign  banking  subsidiaries  of  U.S.  banks,  bank  holding  companies,  and  Edge  and 
Agreement  corporations,  by  country,  December  1976' 

(U.S.  dollars  in  billions) 


Country 


Cash  and 

Numbed 

due 

5 

0 

3 

$  0.1 

8 

0.4 

3 

0.1 

3 

0.3 

0 

0 

5 

0.5 

0 

0 

0 

0 

0 

0 

3 

0.2 

3 

0 

0 

0 

0 

0 

7 

0.2 

24 

1.5 

6 

1.3 

4 

0.7 

31 

3.9 

61 

0.9 

166 

$10.1 

Loans 


Total 
assets 


Total 
deposits 


Equity 


Australia 

Austria  

Belgiunn  

Brazil 

Canada 

Denmark  

France  

India 

Japan  

Mexico 

Netherlands 

Nigeria 

Korea 

Sweden  

Switzerland  

United  Kingdom 

Germany 

Italy,  South  Africa,  Spain 

and  Venezuela:}: 

Offshore  banking  centers§ 

Other  countries 

Total 


$  0.1 

$  0.2 

$  0.2 

0.3 

0.4 

0.4 

1.5 

2,3 

1,9 

0.4 

0.6 

0.4 

1.3 

1.9 

18 

0 

0 

0 

0.7 

1.3 

1.1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0.2 

0.5 

0.4 

0.1 

0.2 

0.2 

0 

0 

0 

0 

0 

0 

0.3 

04 

0.4 

4.0 

7.0 

5.7 

2.6 

4.4 

3.4 

1.0 

2.3 

1.9 

3.3 

7.7 

6.8 

2.0 

3.7 

2.5 

$17.7 


$32.6 


$27.4 


0 

0 

$0.1 

0 

0.1 

0 
0.1 
0 
0 
0 

0 
0 
0 
0 
0.1 
0.3 

0.3 

0.1 
0.2 
0.2 

$1.5 


■  Banking  subsidiaries  are  generally  defined  as  companies  that  make  loans  and  accept  demand  deposits  Includes  Edge  branches  and 
some  merchant  banks 

t  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million. 

:tThe  countries  are  combined  to  protect  confidentiality 

§  Includes  only  the  Bahamas,  the  Channel  Islands,  the  Cayman  Islands  and  Luxembourg 

See  general  notes  to  tables 
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Table  1-8 

Selected  financial  data  lor  foreign  banking  subsidiaries  of  U.S.  banks,  bank  holding  companies,  and  Edge  and 
Agreement  corporations,  by  country,  December  1975' 

(US  dollars  in  billions) 


Counliy 

Australia 

Austria  

Belgium  

Brazil 

Canada 

Denmark  

France  , 

India 

Italy 

Japan  

Mexico 

Nigeria 

Korea 

Sweden  

Switzerland  

United  Kingdom 

Germany  

Netherlands,  South  Africa, 

Spam  and  Venezuela:|:. . 

Offshore  banking  centers§ 

Other  countries 

Total 


Numberi 


Cash  and 
due 


Loans 


Total 
assets 


Total 
deposits 


Equity 


4 
2 

0 
5 
0 
2 
0 

0 
4 
0 
0 
7 
22 


5 
29 
54 

154 


0 

$0.1 

0,3 

0 
N,A, 

0 

0.3 

0 

N.A. 

0 

0 
0 

0 

0 
0.2 
1.2 

1.0 

0.2 
3.2 
0.9 


$  0.1 

$  0.2 

0.3 

0.4 

1.2 

18 

0.3 

0.4 

N.A. 

N.A. 

0 

0 

0.8 

1.2 

0 

0 

N.A. 

N.A. 

0 

0 

0 

0 

0.1 

0,2 

0 

0 

0 

0 

0.2 

0.4 

3.8 

6.3 

1.8 

3,3 

0.2 

0,5 

2.6 

6.2 

2.0 

3.4 

$15.7 


$29.2 


$  0.2 

0.4 

1.5 

0.3 

N.A. 

0 

1.0 

0 

N.A. 

0 

0 

0.2 

0 

0 

0.3 

5.0 

2.7 

0.4 
5.4 
2.3 

$23.9 


0 
0 

$0.1 
0 

N.A. 

0 
0 
0 
N.A. 
0 

0 
0 
0 
0 
0.1 
0.3 

0.2 

0 

0 

0.2 

$1.3 


■  Banking  subsidiaries  are  generally  defined  as  companies  that  make  loans  and  accept  demand  deposits  Includes  Edge  branctnes  and 
some  merchant  banks 

t  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 

:|:The  countries  are  combined  to  protect  confidentiality 

§  Includes  only  the  Bahamas,  the  Channel  Islands,  the  Cayman  Islands  and  Luxembourg 

See  general  notes  to  tables 
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Table  1-9 

Selected  financial  data  for  foreign  banking  subsidiaries  of  U.S.  banks,  bank  holding  companies,  and  Edge  and 
Agreement  corporations,  by  country,  December  1974' 

(US,  dollars  in  billions) 


Country 

Australia 

Austria  

Belgium 

Brazil 

Canada 

Denmark 

France  

India 

Italy 

Japan  

Mexico 

Nigeria 

Korea 

Sweden  

Switzerland  

United  Kingdom 

Germany  

Netherlands,  South  Africa, 

Spain  and  Venezuela^:-  ■ 

Offshore  banking  centers§ 

Other  countries 

Total 


Number-f 


Cash  and 
due 


Loans 


Total 
assets 


Total 
deposits 


Equity 


4 
3 
9 
2 
3 

0 
3 
0 
2 
0 

0 
3 
0 
0 
6 
17 


5 
28 
49 

140 


0 
$0.1 

0.3 
N.A. 

0.5 

0 

0.2 

0 

N.A. 

0 

0 
0 
0 
0 
0.2 
0.8 

1.0 

0.1 
2.6 

0.7 

$7.3 


$  0.3 

$  0,5 

$  0,3 

0 

0,3 

0.4 

0,3 

0 

1,1 

1,8 

1,5 

$0,1 

N.A. 

N.A. 

N.A. 

N,A. 

0.6 

1.3 

1,2 

0,1 

0 

0 

0 

0 

0.6 

0.9 

0,7 

0 

0 

0 

0 

0 

N,A, 

N.A, 

N.A, 

NA, 

0 

V            ' 

0 

0 

0 

0 

0 

0 

0 

0.1 

0.1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0.1 

0.3 

0.3 

0 

2.3 

3.4 

2,9 

0.2 

1.5 

2.9 

2.6 

0,2 

0.2 

0.5 

0.3 

0 

2.6 

5.8 

5,1 

0.1 

1,9 

2.9 

2.0 

0,2 

$12.7 

$23.4 

$19,6 

$1,0 

■  Banking  subsidiaries  are  generally  defined  as  companies  that  make  loans  and  accept  demand  deposits  Includes  Edge  branches  and 
some  merchant  banks 

t  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 

if  The  countries  are  combined  to  protect  confidentiality 

§  Includes  only  the  Bahamas,  the  Channel  Islands,  the  Cayman  Islands  and  Luxembourg 

See  general  notes  to  tables 
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Table  1-10 

Selected  financial  data  for  foreign  banking  subsidiaries  of  U.S.  banks,  bank  hiolding  companies,  and  Edge  and 
Agreement  corporations,  by  country,  December  1973* 

(US,  dollars  in  billions) 


Country 

Australia 

Austria  

Belgium  

Brazil 

Canada 

Denmark  

France  

India 

Italy 

Japan  

Mexico 

Netherlands 

Nigeria 

Korea 

Sweden  

Switzerland  

United  Kingdom 

Germany  

South  Africa,  Spam 

and  Venezuela:]: 

Offshore  banking  centers^ 
Other  countries 

Total 


Number-^ 


Cash  and 
due 


Loans 


Total 

Total 

assets 

deposits 

Equit 

$  0.5 

$  0.4 

0 

0.2 

0.2 

0 

1.6 

1.3 

$0,1 

0,4 

0.2 

0 

N.A 

N.A. 

N,A. 

0 

0 

0 

0.8 

0.5 

0 

0 

0 

0 

2.3 

2.1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

N.A. 

N.A. 

N.A. 

0 

0 

0 

0 

0 

0 

0.3 

0.2 

0 

4,4 

3.9 

0.1 

N.A, 

N.A 

N.A. 

0.4 

0.2 

0 

3.2 

2.4 

0.1 

2.7 

1.6 

0.2 

5 

3 

10 


0 
4 
0 
3 
0 

0 
0 
1 
0 
0 
4 

15 

2 

5 
25 
48 

131 


0 

$0.1 

0.4 

0 
N.A. 

0 
0.2 

0 
1.1 

0 

0 
0 
N.A. 
0 
0 
0.1 

1.5 
N.A, 

0.1 
1.3 
0.6 

$5.8 


$0.4 
0,2 
0.8 
0.2 

N.A. 

0 
0.5 

0 
0.7 

0 

0 
0 
N.A. 
0 
0 
0.1 

2.5 
N.A. 

0.1 
1.6 
1.7 

$9.7 


$17.9 


$14.2 


$0.7 


■  Banking  subsidiaries  are  generally  defined  as  companies  that  make  loans  and  accept  demand  deposits  Includes  Edge  branctnes  and 
some  merchant  banks 

t  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 

^:The  countiies  are  combined  to  protect  confidentiality 

§  Includes  only  the  Bahamas,  the  Channel  Islands,  the  Cayman  Islands  and  Luxembourg 

See  general  notes  to  tables 
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Table  1-11 

Selected  financial  data  lor  foreign  bank  and  nonbank  affiliates  of  U.S.  banks,  1976 

(US,  dollars  in  millions) 


Breakdown  by  percent 
ol  equity  held 

Total 
book 

Country                       Number  value'      20  to  30  31  to  40  41  to  50 

Australia: 

Bank 4  $     6.4         3           0          1 

Nonbank 15  40.7         7           3          5 

Austria: 

Bank 0  0         0           0          0 

Nonbank 1  NA          1           0          0 

Bahamas: 

Bank 0  0          0            0           0 

Nonbank 2  NA.         2           0          0 

Belgium: 

Bank 0  0         0           0          0 

Nonbank 2  NA          1            1           0 

Brazil: 

Bank 1  N  A.         1            0          0 

Nonbank 2  NA.          1            1           0 

Canada: 

Bank 1  NA           1            0          0 

Nonbank 7  13  1          6           1           0 

Cayman  Islands: 

Bank 2  NA.          1            0          1 

Nonbank 4  27         2           0          0 

Denmark: 

Bank 0  0         0           0          0 

Nonbank 0  0         0           0          0 

France: 

Bank 0  0         0           0          0 

Nonbank 8  22         7           7          0 

Germany: 

Bank 1  NA.         1            0          0 

Nonbank 2  NA.         2           0          0 

Hong  Kong: 

Bank 1  NA.         1            0          0 

Nonbank 4  12         0           1           3 

India: 

Bank 0  0         0           0          0 

Nonbank 0  0         0          0         0 

Italy: 

Bank 0  0         0           0         0 

Nonbank 2  NA          2           0          0 


Breakdown  by  percent 
ol  equity  held 

Total 
book 
Country  Number      value'      20  to  30  31  to  40  41  to  50 

Japan: 

Bank 1           NA         0           10 

Nonbank 0               0         0           0          0 

Korea 

Bank 0                 0       0           0          0 

Nonbank 0                0        0           0          0 

Luxembourg: 

Bank 2          NA          1            10 

Nonbank 2          NA.          1            1           0 

Mexico: 

Bank 0               0         0           0          0 

Nonbank 4           0.8         2           11 

Nigeria: 

Bank 0               0         0           0          0 

Nonbank 3            0.9         3           0          0 

Panama: 

Bank 2          NA.         2           0          0 

Nonbank 3           1.3         1           2          0 

Singapore: 

Bank 3            5  6         2           0          1 

Nonbank 3           44         0           2          1 

Spain: 

Bank 1          NA.         1            0          0 

Nonbank 5            4.4         4           10 

Sweden: 

Bank 0               0         0           0          0 

Nonbank 0              0         0           0          0 

Switzerland: 

Bank 2          NA.         2           0          0 

Nonbank 3          10.3         2           1           0 

U.K.: 

Bank 16          51.8       14           2          0 

Nonbank 31          26.6       19         12          0 

Venezuela: 

Bank 0               0         0           0          0 

Nonbank 9           8.1          7           2          0 

Other  countries: 

Bank  and 

nonbank 86         71.6       —         —         — 

Total 235     $318.9        _          —         - 


■Total  book  value  represents  the  sum  of  the  book  values  of  the  US  banks'  shares 
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Table  1-12 


Table  1-13 


Selected  financial  data  for  foreign  nonbank 

subsidiaries  of  U.S.  banks,  bank  hiolding  companies, 

and  Edge  and  Agreement  corporations,  by  country, 

December  1977 

(US,  dollars  in  billions) 


Selected  financial  data  for  foreign  nonbank 

subsidiaries  of  U.S.  banks,  bank  holding  companies, 

and  Edge  and  Agreement  corporations,  by  country, 

December  1976 

(U  S,  dollars  in  billions) 


Country  Number' 

Australia 21 

Austria 0 

Belgium  7 

Brazil 18 

Canada 53 

Denmark  1 

France  13 

India 0 

Italy 4 

Japan 1 

Mexico 7 

Netherlands 4 

Nigeria 0 

Korea 0 

Spam 5 

Sweden  0 

Switzerland   6 

United  Kingdom 49 

Venezuela 6 

Germany 14 

Oftshore  banking  centerst  •  20 

Other  countries 1 24 

Total 353 


Total 

Loans 

assets 

Equity 

$0.6 

$    1,1 

$0.2 

0 

0 

0 

0 

0 

0 

0.2 

0.7 

0.1 

24 

35 

0.4 

N  A 

N  A 

N  A 

0.4 

06 

0 

0 

0 

0 

0,1 

0.1 

0 

N.A. 

N  A 

N.A 

0 

01 

0 

0.1 

01 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

04 

0.6 

0.1 

0.1 

0.1 

0 

0 

01 

01 

0,4 

0,8 

0 

2.2 

3,8 

0,4 

Country 


Total 
Number'  Loans   assets   Equity 


$7,6    $13,3    $1,5 


Australia 32 

Austria  0 

Belgium  5 

Brazil 21 

Canada 64 

Denmark  1 

France 10 

India  0 

Italy 4 

Japan 1 

Mexico 8 

Netherlands 5 

Nigeria 0 

Korea 0 

Spam 7 

Sweden  0 

Switzerland  5 

United  Kingdom 32 

Venezuela 8 

Germany 17 

Offshore  banking  centerst  •  12 

Other  countries Ill 

Total 343 


$1,0 

$   1.5 

$0.3 

0 

0 

0 

0 

0 

0 

0,2 

0.5 

0.1 

2.2 

3.1 

0.4 

N.A 

NA 

N  A. 

0.3 

04 

0 

0 

0 

0 

0.1 

0.1 

0 

N.A 

N.A 

N.A, 

0 

0.1 

0 

0,2 

0.2 

0 

0 

0 

0 

0 

0 

0 

0 

0,1 

0 

0 

0 

0 

0,1 

01 

0 

0,6 

0,8 

0.1 

0,1 

0,2 

0 

0 

0.3 

0.1 

0,4 

0.6 

0.1 

1.6 

24 

0.2 

10    $1.4 


Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 


tincludes  only  the  Bahamas,  the  Cayman  Islands,  the  Channel  Islands 
and  Luxembourg 


See  general  notes  to  tables 


*  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 

tincludes  only  the  Bahamas,  the  Cayman  Islands,  the  Channel  Islands 
and  Luxembourg 

See  general  notes  to  tables 
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Table  1-14 


Table  1-15 


Selected  financial  data  for  foreign  nonbank 

subsidiaries  of  U.S.  banks,  bank  holding  companies, 

and  Edge  and  Agreement  corporations,  by  country. 

December  1975 

(U.S.  dollars  in  billions) 


Selected  financial  data  for  foreign  nonbank 

subsidiaries  of  U.S.  banks,  bank  holding  companies, 

and  Edge  and  Agreement  corporations,  by  country, 

December  1974 

(U.S.  dollars  in  billions) 


Country 


Total 
Number'  Loans   assets   Equity 


Country 


Australia 31 

Austria  0 

Belgium  5 

Brazil 22 

Canada 54 

Denmark  1 

France  12 

India 0 

Italy 5 

Japan 0 

Mexico 9 

Netherlands 4 

Nigeria 1 

Korea 0 

Spam 7 

Sweden  0 

Switzerland  5 

United  Kingdom 45 

Venezuela 7 

Germany 18 

Offshore  banking  centerst .  23 

Other  countries 106 

Total 355 


$11 

$  1.6 

$04 

0 

0 

0 

0 

0 

0 

0.2 

0.5 

01 

19 

26 

0.3 

N.A. 

N.A. 

N.A. 

0.2 

0.2 

0 

0 

0 

0 

01 

0.1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

N  A 

NA 

N.A. 

0 

0 

0 

0 

0.1 

0 

0 

0 

0 

0 

0 

0 

0.5 

0.9 

0.1 

01 

0.1 

0 

0 

0.3 

0.1 

0,3 

0.9 

0 

1.5 

2.2 

0.2 

$5.9   $10.0   $1.4 


Australia 

Austria  

Belgium  

Brazil 

Canada 

Denmark  

France 

India 

Italy 

Japan  

Mexico 

Netherlands 

Nigeria 

Korea  

Spam 

Sweden  

Switzerland  

United  Kingdom 

Venezuela 

Germany 

Offshore  banking  centerst 
Other  countries 

Total 


Total 

Number' 

Loans 

assets 

Equity 

21 

$0.2 

$0.3 

$0.1 

0 

0 

0 

0 

5 

0.1 

0.1 

0 

21 

0.2 

0.3 

0.1 

45 

2.0 

2.4 

0.2 

0 

0 

0 

0 

14 

0.2 

0.2 

0 

0 

0 

0 

0 

5 

0 

0.1 

0 

0 

0 

0 

0 

8 

0 

0 

0 

2 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

6 

0 

0.1 

0 

0 

0 

0 

0 

4 

0 

0 

0 

22 

0.2 

0.4 

0.1 

6 

0 

0.1 

0 

17 

0 

0.2 

0 

16 

0.4 

0.7 

0.1 

91 

1.3 

2.0 

0.1 

283 

$4.6 

$7,1 

$0.9 

■  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 

t  includes  only  the  Bahamas,  the  Cayman  Islands,  the  Channel  Islands, 
and  Luxembourg 

See  general  notes  to  tables. 


■  Includes  only  subsidiaries  with  total  assets  of  more  than  $1  million 

t  Includes  only  the  Bahamas,  the  Cayman  Islands,  the  Channel  Islands 
and  Luxembourg 

See  general  notes  to  tables. 
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Table  1-16 

Selected  financial  data  for  foreign  nonbank 

subsidiaries  of  U.S.  banks,  bank  holding  companies. 

and  Edge  and  Agreement  corporations,  by  country. 

December  1973 

(US.  dollars  in  billions) 


Counlfy 


Tola! 
Number'  Loans    assets    Equity 


Australia 16 

Austria  0 

BelgiuriT  4 

Brazil 16 

Canada 41 

Denmark  1 

France  11 

India 0 

Italy 4 

Japan 0 

Mexico 7 

Netherlands 3 

Nigeria 0 

Korea 0 

Spam 5 

Venezuela  0 

Germany  3 

United  Kingdom 16 

Venezuela  7 

Germany  9 

Offshore  banking  centerst  ■  20 

Other  countries 1 13 

Total 276 


501 

$0,2 

0 

0 

0 

0 

0 

0 

0 

01 

0.2 

0 

09 

13 

$0,2 

N,A 

N.A. 

N.A 

0 

0.1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

02 

0.4 

0 

0 

0 

0 

0 

0.2 

01 

0.3 

0.8 

01 

0.7 

1.0 

0.1 

$2.4     $4.4 


•  Includes  only  subsidiaries  with  total  assets  of  more  ttian  $1  million 

t  Includes  only  the  Bahamas,  the  Cayman  Islands,  the  Channel  Islands 
and  Luxembourg 

See  general  notes  to  tables 
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II.  Entry  Regulation,  Differentia 
Operating  Restrictions,  and  U.S. 
Bank  Presence  in  Foreign  Countries 


The  table,  11-1,  which  follows  summarizes  available  in- 
formation on  whether  U.S.  organizations  can  currently 
open  representative  offices,  establish  branches,  or 
acquire  controlling  or  minority  interest  in  indigenous 
commercial  banks  in  foreign  countries.  All  countries 
recognized  by  the  U.S.  as  of  March  1979  are  included 
The  table  focuses  on  each  country's  actual  policies  or 
practices,  rather  than  on  statutes  regarding  foreign  bank 
entry 

Many  of  the  countries  which  currently  restrict  entry 
have  foreign  banks  operating  in  their  domestic  markets 
That  occurs  in  countries  that  have  moved  to  more 
restrictive  entry  policies  but  have  "grandfathered"  the 
foreign  banks  that  operated  prior  to  the  change  in  policy. 

In  most  countries  that  restrict  foreign  bank  entry  or 
operations.  U.S.  banks  are  given  the  same  treatment  as 
other  foreign  banks.  The  table  indicates  known  instances 
where  policies  governing  bank  operations  discriminate 
against  foreign  banks  in  favor  of  domestic  banks.  The 
absence  of  any  mention  of  discriminatory  operating 
restrictions  indicates  that  no  instances  were  known  to 
exist,  based  on  the  information  available. 

The  table  further  indicates  whether  U.S.  commercial 
banks  are  presently  operating  in  a  given  country  and.  if 
they  are,  their  institutional  forms.  Finally,  the  table  cites 
other  places  in  the  study  where  issues  pertaining  to  a 
particular  country  are  discussed. 

Several  regulatory  issues  which  are  common  to  many 
countries  have  not  been  addressed  in  the  table.  First, 
almost  every  country  whose  laws  or  policies  permit 
foreign  bank  entry  require  foreign  banks  to  submit 
applications  to  certain  authorities.  Generally,  if  a  foreign 
bank  meets  certain  capital  and  managerial  requirements, 
their  applications  will  be  approved.  Countries  that  apply 
significant  additional  criteria  in  evaluating  foreign  banks' 
applications  for  entry  or  that  deny  applications  on  other 
grounds  that  are  not  clearly  indicated,  are  cited  in  the 
table  as  "considering  applications  on  a  case  by  case 
basis  ■ 

Second,  many  of  the  countries  which  generally  permit 
foreign  banks  to  acquire  controlling  or  substantial  interest 


in  an  indigenous  bank  may  not  approve  of  a  foreign  bank 
acquiring  such  interest  in  a  "ma)or"  indigenous  bank.  The 
lines  are  not  clearly  drawn,  and  policies  are  generally  not 
enunciated  clearly;  thus,  until  a  foreign  bank  attempts  to 
acquire  controlling  interest  in  a  major  bank,  it  is  often 
impossible  to  assess  a  governments  position.  Further, 
governments  may  take  different  positions  over  time  with 
regard  to  different  target  banks.  Therefore,  while  the  table 
may  indicate  that  a  country  permits  foreign  banks  to 
acquire  controlling  or  substantial  interest  in  indigenous 
banks,  that  may  not  necessarily  apply  when  a  ma|or  bank 
IS  the  target  of  the  acquisition. 

Third,  many  countries,  by  law  or  policy,  apply  a 
reciprocity  test  as  an  additional  criterion  in  evaluating  a 
foreign  bank's  application  for  entry.  For  U.S.  banks,  that 
has  had  little  effect  because  of  the  liberal  entry  policy 
toward  foreign  banks  found  in  the  home  states  of  most 
major  U.S.  multinational  banks.  Consequently,  the 
reciprocity  requirement  has  only  been  cited  in  the  table 
for  certain  countries  which  apply  a  particularly  stringent 
reciprocity  test  or  which  appear  to  have  justified 
excluding  U.S.  banks  from  their  markets  because  of  lack 
of  reciprocity. 

Finally,  in  many  countries,  a  foreign  bank's  lending 
limits  or  other  regulatory  restrictions  are  based  on  its 
locally  dedicated  capital  and  not  on  the  capital  of  its 
parent,  while  comparable  limits  for  indigenous  banks  are 
based  on  their  total  capital.  Although  such  regulatory 
requirements  effectively  restrain  the  operations  of  foreign 
branches  relative  to  indigenous  banks,'  they  are  often 
applied  in  an  environment  where  the  host  government 
generally  tries  to  accord  equal  treatment  to  the  foreign 
entity.  Such  requirements  have  generally  not  been  cited 
in  the  table  as  discriminatory  operating  restrictions, 
because  an  overall  assessment  of  the  foreign  banks' 
situation  in  the  country  is  required  in  order  to  arrive  at 
reasonable  judgments  about  the  net  effects  of  official 
treatment  on  foreign  banks.  Such  assessments  are  made 
in  the  chapters  on  individual  countries. 


'Taiwan  has  also  been  included  because  of  the  large  US  banking 
prpsence  there 


Similar  differentially  restraining  effects  also  occur  where  regulatory 
limits  apply  to  local  deposits  of  a  domestic  or  foreign  bank 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  of  Foreign  Bani<  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Maiority  Minority 

senlative  Brancti       interest  interest 

office      office     (subsidiary)      (affiliate) 

AFGHANISTAN 

US  presence No  No  No  No 

Entry  permitted No  No  No  No 

ALGERIA 

US  presence No  No  No  No 

Entry  permitted Maybe        No  No  No 

ARGENTINA 

US  presence Yes         Yes  No  Yes 

Entry  permitted Yes         Yes  Yes  Yes 

AUSTRALIA 

US  presence Yes  No  No  No 

Entry  permitted Yes  No  No  Yes 


See  Report 
Comments  on  Entry  and  Differential  Operat-  for  additional 
ing  Restrictions  Affecting  Foreign  Bant<.s        information 


AUSTRIA 

US,  presence 

. .      Yes 

Yes 

Yes 

Yes 

Entry  permitted  . . . , 

, .      Yes 

Yes 

Yes 

Yes 

BAHAMAS 

U  S  presence 

No 

Yes 

Yes 

Yes 

Entry  permitted  .  . . . 

.      Yes 

Yes 

Yes 

Yes 

Entry  Restrictions:  Nationalized  banking  sys- 
tem. Foreign  banking  is  prohibited  by  law. 


Entry  Restrictions:  Nationalized  banking  sys- 
tem. Foreign  banking  operations  are  prohibited 
by  law,  with  the  possible  exception  of  repre- 
sentative offices. 


Ch.  36 


Entry  Restrictions:  Entry   restrictions  are  a       Chs  8 
matter  of  policy.  Maximum  10  percent  equity        &  36 
interest  in  indigenous  commercial  banks  may 
be  permitted. 

Operating  Restrictions:  All  foreign  exchange 
transactions  must  be  done  through  Australian 
banks  and  at  rates  of  exchange  fixed  or 
authorized  by  the  central  bank  That  gives 
Australian  banks  a  monopoly  on  foreign 
exchange  transactions  to  the  competitive 
disadvantage  of  foreign  bank  subsidiary  oper- 
ations 


Operating  Restrictions:  Subsidized  export 
financing  has  traditionally  been  placed  only 
with  Austrian  banks 


Ch  9 


Ch,  34 


'See  explanatory  note  at  beginning  ot  this  Appendix 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Majority  Minority 

interest  interest 

(subsidiary)      (alfiliate) 


Repre- 
sentative Branch 
otiice      office 


See  Report 
Comments  on  Entry  and  Ditferenlial  Operal-   lor  additional 
ing  Reslricllons  Alfecting  Foreign  Banks        information 


BAHRAIN 

US  presence  . 

Entry  pernnitted 


Yes         Yes  No  Yes         Entry    Restrictions:    In    1977,    a    policy    of 

excluding  foreign  banks  from  domestic  bank- 
Yes  No  No  Yes  ing  market  was  implemented  Offstiore  bank- 
ing IS  permitted,  but  licenses  have  become 
more  difficult  to  obtain  recently  Minority 
interests  are  permitted,  possibly  up  to  49 
percent. 


Ch,  34 


BANGLADESH 

US  presence 

No 

Yes 

No 

Entry  permitted  — 

.      Yes 

Yes 

No 

Yes  Entry  Restrictions:  Nationalized  banking  in- 
dustry. Foreign  bank  entry  through  branches  or 

No  representative  offices  is  encouraged.  Entry 

restrictions  are  a  matter  of  administrative 
practice. 

Operating  Restrictions:  Government  policy  is 
to  restrict  foreign  banking  activities  to  import/ 
export  financing,  foreign  exchange  project 
lending,  and  local  currency  loans  for  which  the 
government  banks  lack  sufficient  liquidity. 
Foreign  branches  restricted  to  capital  and 
ma|Or  port  cities. 


BARBADOS 

US  presence No  Yes 

Entry  permitted Yes  Yes 

BELGIUM 

US  presence Yes  Yes 

Entry  permitted Yes  Yes 

BELIZE 

U  S  presence No  No 

Entry  permitted Yes  Yes 

BENIN 

U.S.  presence No  No 

Entry  permitted No  No 


No 
Yes 


No 
Yes 


Yes 

Yes 

Yes 

Yes 

No 

No 

Yes 

Yes 

No 

No 

No 

No 

Entry    Restrictions:    Belize    has    no    locally 
chartered  banks,  but  four  foreign  banks. 


Entry  Restrictions:  Only  one  commercial  bank. 
Entry  restrictions  are  a  matter  of  administrative 
practice. 


Ch.  10 


"See  explanatory  note  at  beginning  of  this  Appendix 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Foim  of  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 


Repre- 
sentative Branch 
office      office 


tvlajorily 

interest 

(subsidiary) 


h/linority 
interest 
(aftiliate) 


See  Report 
Comments  on  Entry  and  Dillerenlial  Operat-   lor  additional 
ing  Restrictions  Allecting  Foreign  Banks        information 


BERMUDA 

US  presence  . 

Entry  permitted 


No  No  No  No  Entry   Restrictions:    Maximum    foreign    bank         Ch,  5 

participation   in   an   indigenous   bank   is  40 

Yes  No  No  Yes        percent  US  banks  have  offshore  operations 

Entry  restrictions  are  a  matter  of  law  and 
policy. 


BOTSWANA 

US  presence 

No 

No 

No 

Entry  permitted  . . . . 

.       Yes 

Yes 

Yes 

BOLIVIA 

US  presence 

No 

Yes 

No 

Entry  permitted 

.       Yes 

Yes 

Yes 

No  Entry  Restrictions:  Botswana  has  no  indige- 

nous   commercial    banks     All    commercial 

Yes  banking  is  done  by  UK,  banks  The  central 
bank  is  taking  a  cautious  attitude  toward 
foreign  bank  entry 


No  Operating   Restrictions:    Foreign    banks   are 

subject  to  more  restrictive  operating  restraints 

Yes  than  indigenous  banks  in  terms  of  debt  to 
capital  ratios,  maximum  capitalization,  struc- 
ture of  loal  portfolios,  and  cash  requirements. 


Chs,  6 
&  29 


BRAZIL 

U  S  presence Yes         Yes  Yes 

Entry  permitted Yes  No  No 


No  Entry   Restrictions:   Entry    restrictions   are  a         Ch,  1 1 

matter  of  policy.  The  government  applies  strict 

No  one-for-one  reciprocity  in  granting  permits  for 

new  foreign  entry. 

Operating  Restrictions.  Additional  branches  of 
established  foreign  banks  will  not  be  approved 
There  are  restrictions  on  remittance  of  profits 
Bank  directors  must  be  residents  of  Brazil  and, 
in  general,  two-thirds  of  the  banks  payroll  must 
be  paid  to  Brazilians 


BULGARIA 

US  presence 

No 

No 

No 

Entry  permitted 

No 

No 

No 

BURMA 

U  S,  presence 

No 

No 

No 

Entry  permitted  . . . . 

.       Yes 

No 

No 

BURUNDI 

US  presence 

No 

No 

No 

Entry  permitted  . . . . 

.       Yes 

Yes 

Yes 

No 


No 


No 


No 


Yes 


Yes 


Entry  Restrictions:  Nationalized  banking  sys-         Ch,  31 
tem.  No  foreign  banks.  Entry  restrictions  are  a 
matter  ol  law 


Entry  Restrictions   Nationalized  banking  sys- 
tem Entry  restrictions  are  a  matter  ot  law 


Entry  Restrictions:  All  three  of  Burundi's  com- 
mercial banks  are  domestic  corporations, 
subsidiaries  of  predominantly  Belgian  inter- 
ests. 


"See  explanatory  note  at  beginning  of  this  Appendi) 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  of  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority         Minority 

senlalive  Branch       interest  interest 

ollice      ollice     (subsidiary)      (atliliate) 


See  Report 
Comments  on  Entry  and  Dillerential  Operat-  tor  additional 
ing  Restrictions  Allecling  Foreign  Banks        inlormation 


CAMEROON 

US,  presence 

.      Yes 

No 

Yes 

Yes 

Entry  permitted 

.      Yes 

No 

Yes 

Yes 

Entry  Restrictions:  Maximum  two-third  foreign 
equity  participation  in  any  domestic  bank. 
Entry  restrictions  are  a  matter  of  law  and 
administrative  practice. 

Operating  Restrictions:  Managers  of  foreign 
banks  must  be  Cameroonian, 


CANADA 

US  presence Yes  No  No 

Entry  permitted Yes  No  No 


Yes 


Yes 


REPUBLIC  OF  CAPE  VERDE 

US  presence No  No  No 

Entry  permitted Yes  Yes  Yes 

CAYMAN  ISLANDS 

US  presence Yes  Yes  Yes 

Entry  permitted Yes  Yes  Yes 

CENTRAL  AFRICAN  EMPIRE 

US.  presence No  No  No 

Fntrv  permitted Yes  Yes  No 

CHAD 

U  S  presence No  No  No 

Entry  permitted Unclear  Unclear  Unclear 


No 


Yes 


Yes 
Yes 


Yes 


Yes 


Unclear 


Entry  Restrictions:  Entry  restrictions  are  a 
matter  of  law.  Foreign  banks  cannot  enter  as 
commercial  banks,  but  can  enter  through 
"near  bank"  subsidiaries.  Maximum  participa- 
tion in  an  indigenous  commercial  bank  by  a 
single  foreign  bank  is  10  percent  and  maxi- 
mum participation  by  foreign  banks  is  25 
percent.  New  legislation  is  currently  being 
considered. 

Operating  Restrictions:  Various  restraints  are 
imposed  on  the  operations  of  "near  bank" 
subsidiaries  of  foreign  banks 


Entry  Restrictions:  No  laws  pertain  to  foreign 
bank  entry. 


No        Entry  Restrictions:  Government  policy  is  to 
discourage  foreign  controlling  interest  in  local 


banks. 


Entry  Restrictions:  Because  of  internal  unrest, 
banking  regulations  are  unclear  at  this  time. 


Chs.  12 
&  36 


"See  explanatory  note  at  beginning  of  this  Appendix 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 


Repre- 
sentative Branch 
office      office 


Majority 

interest 

(subsidiary) 


Minority 
interest 
(affiliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-   for  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


CHILE 

US  presence Yes         Yes  No 

Entry  permitted Yes         Yes  Yes 


No 


Yes 


PEOPLES  REPUBLIC  OF  CHINA 

U  S.  presence No  No 


No 


Entry  permitted Possible  Uncertain       No 


No 


En/r/flesff/c/zons.  Entry  policy  was  significant-       Ch.  29 
ly  liberalized  in  1978.  Foreign  banks  cannot 
operate  representative  offices  and  branches 
at  tfie  same  time 

Operating  Restrictions-  If  a  foreign  operation 
employs  more  tfian  five  individuals,  at  least  85 
percent  of  its  staff  must  be  Ctiilean  nationals 

Entry  Restrictions:  US.  banks  have  estab-        Ch,  5 
lished  full  correspondent  relations  with  the 
Bank  of  China  and  several  US  banks  have 
been  given  permission  to  establish  represen- 
tative offices 


COLOMBIA 

US  presence Yes  No 

Entry  permitted Yes  No 


No 
No 


PEOPLE  S  REPUBLIC  OF  THE  CONGO 

U  S  presence No  No 

Entry  permitted Yes  No 


No 
No 


Yes  Entry  Restrictions  Law  55  of  1975  required 
foreign  banks  to  divest  to  minority  ownership 

No  by  the  end  of  1978  and  prohibited  any  new 

foreign  investment  in  banking 

Operating  Restrictions:  The  only  permissible 
method  for  an  existing  foreign  bank  to  maintain 
its  local  capital  is  through  reinvestment  of 
dividend  earnings.  Direct  retention  of  earnings 
not  presently  permitted  Law  55  states  that 
after  December  1978,  foreign  banks  should 
not  continue  to  exercise  managerial  control 
over  their  local  affiliates  To  date,  the  Colom- 
bian Government  has  not  enforced  that  pro- 
vision. 


Yes  Entry  Restrictions:  Nationalized  banking  sys- 

tem. Entry  restrictions  are  a  matter  of  law. 

Yes  Maximum  foreign  participation  m  local  banks  is 

49  percent 


Ch.  29 


COSTA  RICA 

US  presence Yes 

Entry  permitted Yes 


CUBA 

US  presence  . 

Entry  permitted 


No 

No 


No 

No 


No 

No 


Yes 
Yes 


No 
No 


No 
Yes 


No 
No 


Entry  Restrictions:  Foreign  banks  can  only 
purchase  shares  in  privately  owned  banks. 

Operating  Restrictions:  Only  state-owned 
commercial  banks  are  permitted  to  accept 
demand  and  time  deposits 


Entry  Restrictions:  Nationalized  banking  sys- 
tem No  foreign  bank  operations 


'See  explanatory  note  at  beginning  ol  tfiis  Appendix 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  In  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  parlicipatlon 

in  indigenous 
commercial  banks 

Repre-  Majority         Minority 

sentative  Branch       interest  interest 

office      oft  ice     (subsidiary)      (alliliate) 

CYPRUS 

U  S  presence No  No              No                 Yes 

Entry  permitted Yes  Yes  Maybe  Maybe 

CZECHOSLOVAKIA 

U.S.  presence No  No              No                  No 

Entry  permitted No  No               No                  No 

DENMARK 

U  S  presence Yes         Yes  Yes  Yes 

Entry  permitted Yes         Yes  Yes  Yes 

REPUBLIC  OF  DJIBOUTI 

US.  presence No  No  No  Yes 

Entry  permitted Yes         Yes  Yes  Yes 

DOMINICAN  REPUBLIC 

U.S.  presence No         Yes  No  Yes 

Entry  permitted Yes  No  No  Yes 


See  Report 
Comments  on  Entry  and  Dillerential  Operal-   for  additional 
ing  Restrictions  Altecting  Foreign  Banks        information 


Entry  Restrictions:  The  government  prefers 
that  foreign  banks  only  seek  minority  interest  in 
indigenous  banks. 


Entry  Restrictions:  Nationalized  banking  sys- 
tem. 


Entry  Restrictions:  Neither  foreign  nor  domes- 
tic banks  can  acquire  more  than  30  percent 
equity  m  another  bank,  although  mergers  are 
permitted.  Foreign  banks  may  establish  new 
commercial  bank  subsidiaries 


Entry  Restrictions:  Government  policy  in  last 
several  years  restricts  foreign  bank  entry  in  all 
forms  except  representative  offices  or  pur- 
chases of  less  than  30  percent  equity  in  a  local 
bank. 

Operating  Restrictions:  Rediscount  facilities 
with  the  central  bank  permit  the  rediscounting 
of  100  percent  of  local  banks'  capital  and 
reserves,  but  only  90  percent  of  foreign  banks'. 


Ch,  31 


Chs   13 
&32 


Ch.  33 


■  See  explanatory  note  at  beginning  of  this  Appendix. 


159 


Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  In  Foreign  Countries' 


Form  of  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 


Repre- 
sentative Brancli 
ottice      office 


Majority 

interest 

(subsidiary) 


fyJinority 
interest 
(affiliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-   lor  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


ECUADOR 

US,  presence  . 

Entry  permitted 


No  Yes 

Yes  No 


No 
No 


EGYPT 

US.  presence 

.      Yes 

Yes 

No 

Entry  permitted  . . . . 

.      Yes 

Yes 

Maybe 

Yes         Entry    Restrictions:    Foreign    branches    are      Chs  5, 
permitted  by  law,  but  the  government  has  not      6  &  29 

Yes  authorized  a  new  foreign  branch  since  1969. 
Foreign  investments,  except  those  from 
Andean  Pact  nations,  cannot  exceed  20 
percent  of  an  indigenous  bank.  Narrow 
reciprocity  is  applied  in  licensing  of  branches 

Operating  Restrictions:  Further  branching  by 
existing  foreign  banks  has  not  been  authorized 
since  1970.  Foreign  banks  cannot  accept 
savings  deposits,  must  deposit  a  larger 
proportion  of  their  foreign  currency  with  the 
central  bank,  and  are  more  restricted  in  the 
amount  of  loan  guarantees  they  can  issue. 
Foreign  banks  must  invest  a  larger  proportion 
of  their  portfolios  in  government  bonds,  are 
more  restricted  in  the  means  by  which  they 
can  increase  their  capital,  and,  no  more  than 
25  percent  of  their  employees  may  be  non- 
nationals. 

Yes         Entry    Restrictions:    There    are    no    known       Chs  6 
instances  of  controlling  interest,  but  it  does  not        &  30 
Yes         appear  to  be  prohibited  by  law 

Operating  Restrictions:  Only  banks  at  least  51 
percent  owned  by  Egyptians  are  permitted  to 
accept  local  currency  deposits.  Foreign 
branches  are  basically  limited  to  international 
trade  and  hard  currency  investments 


EL  SALVADOR 

U.S.  presence 

.       Yes 

Yes 

No 

Entry  permitted  . . . . 

.      Yes 

No 

No 

ETHIOPIA 

US  presence 

No 

No 

No 

Entry  permitted  . . . . 

No 

No 

No 

No  Entry   Restrictions:   All    forms    of    entry   are 

permitted  by  law,  but  over  time  policy  has 

No  become  more  restrictive  and  now  only  repre- 
sentative offices  are  likely  to  be  approved 

Operating  Restrictions  The  one  foreign 
branch  bank  is  not  permitted  to  accept  savings 
deposits  or  to  rediscount  most  paper  with  the 
central  bank. 


No  Entry  Restrictions:  Nationalized  banking  sys- 

tem   Entry  restrictions,  based  on  law,  have 

No  been  in  effect  since  1975,  at  which  time  all 

foreign  banking  interests  were  nationalized. 


'See  explanatory  note  at  beginning  ot  this  Appendix 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Banl<  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 


Repre- 
sentative Branch 
oltice  ollice 

FIJI 

US  presence No  No 

Fntry  permitted Yes  Yes 

FINLAND 

US  presence Yes  No 

Entry  permitted Yes  No 

FRANCE 

US  presence Yes  Yes 

Entry  permitted Yes  Yes 

GABON 

U.S.  presence No  Yes 

Entry  permitted Yes  Yes 

THE  GAMBIA 

US  presence No  No 

Entry  permitted Yes  No 

GERMAN  DEMOCRATIC  REPUBLIC 

US  presence No  No 

Entry  permitted Yes  No 

FEDERAL  REPUBLIC  OF  GERMANY 

US  presence Yes  Yes 

Entry  permitted Yes  Yes 

GHANA 

us  presence No  No 

Entry  permitted No  No 


Majority 
interest 


No 
Yes 


No 
No 


Yes 

Yes 

Yes 

Yes 

No 

Yes 

Yes 

Yes 

No 
No 


Minority  See  Report 

interest      Comments  on  Entry  and  Ditferential  Operal-   tor  additional 
i^,thi,;iioi         ing  Restrictions  Allecting  Foreign  Banks        information 


No 
Yes 


No         Entry  Restrictions:  Minority  interests  up  to  20 
percent  are  permitted  for  foreign  banks.  Entry 
Yes         restrictions  are  a  matter  of  law 


Operating  Restrictions:  French  banks  receive 
most  government  depoists.  but  ttiere  is  a  trend 
toward  more  equitable  treatment  of  foreign 
banks  in  that  regard 


Yes  Entry  Restrictions:  Maximum  legal  foreign 
participation   in   an   indigenous   bank   is  20 

Yes  percent.  Entry  restrictions  are  a  matter  of  law. 
The  government  is  considering  permitting 
offshore  banking. 


Ch.  14 


No 

No 

No 

No 

Yes 

Yes 

Yes 

Yes 

No 

No 

Yes 

Yes 

Entry  Restrictions:  Maximum  legal  foreign 
ownership  in  local  banks  is  60  percent.  This 
information  reflects  the  situation  in  Ghana  as 
of  May  1979. 


Chs.  15 
&  32 


■  See  explanatory  note  at  beginning  of  this  Appendix 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ot  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority  Minority  See  Report 

sentative  Biancli       interest  interest      Comments  on  Entry  and  Differential  Operat-   tor  additional 

office      office     (subsidiary)      (affiliate)         Ing  Restrictions  Affecting  Foreign  Banks        information 


GREECE 

US  presence  . 
Entry  permitted 


Yes         Yes 
Yes         Yes 


No 
No 


GUATEMALA 

US  presence 

. .      Yes 

Yes 

No 

Entry  permitted  .  . . . 

.      Yes 

No 

No 

Yes  Entry  Restrictions:  Maximum  legal  foreign 
participation   in   an   indigenous   bank   is  49 

Yes  percent.  Foreign  banks  must  deposit  US  $10 
million  in  foreign  excfiange  withi  ttie  central 
bank  for  eacti  branch  office  established. 

Operating  Restrictions:  Foreign  bank  branch- 
ing is  basically  limited  to  Athens.  Piraeus,  and 
Thessal,  Short  term  credit  may  not  exceed  four 
times  a  foreign  bank's  foreign  exchange  base 
deposited  with  the  central  bank 

No  Entry    Restrictions:   Although    laws    do    not 

prohibit  foreign  bank  entry  in  forms  other  than 

No  representative    offices,    government    policy 

since  the  late  1950's  has  been  to  restrict 
foreign  bank  entry  to  representative  offices. 


Ch  5 


GUINEA 

U.S.  presence No  No 

Entry  permitted No  No 

GUINEA-BISSAU 

U.S.  presence No  No 

Entry  permitted Unclear  Unclear 

GUYANA 

U.S.  presence No  Yes 

Entry  permitted No  No 


No 


No 


No 


Unclear 


No 

No 


No 


No 


No 


Unclear 


No 


No 


Entry  Restrictions:  Nationalized  banking  sys- 
tem. Entry  restrictions  are  a  matter  of  law. 


Entry  Restrictions:  There  are  no  laws  govern- 
ing commercial  banking.  Government  position 
toward  foreign  bank  entry  is  unknown  at  this 
time. 


Entry  Restrictions:  Government  policy  is  not  to 
allow  more  foreign  banks  to  enter  because  it 
believes  the  current  "mix"  of  foreign  banks  is 
satisfactory 

Operating  Restrictions:  State  corporations  and 
government  employees  are  required  to  do  as 
much  of  their  banking  as  possible  with  the 
government-owned  banks 


Ch.  5 


"See  explanatory  note  at  beginning  of  this  Appendix 


162 


Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participalion 

in  indigenous 
commercial  banks 


Repre-  Majority 

sentalive  Branch  Interest 

olllce  office  (subsidiary) 

HAITI 

US  presence No  Yes  No 

Entry  permitted Unclear  No  Unclear 

HONDURAS 

U  S  presence No  Yes  Yes 

Entry  permitted No  Yes  Yes 

HONG  KONG 

US  presence Yes  Yes  Yes 

Entry  permitted Yes  No  Yes 


Minorily 
inieresl 
(affiliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  lor  additional 
Ing  Restrictions  Atfecling  Foreign  Banks        Information 


Yes 


Unclear 


Yes 
Yes 


Yes 


Yes 


Entry  Restrictions:  Presidential  authorization 
for  another  commercial  bank  may  be  denied 
on  the  grounds  of  insufficient  business 


Entry  Restrictions:  In  August  1 979,  a  six  month 
moratorium  on  the  granting  of  foreign  bank 
licenses  was  imposed  to  give  the  government 
an  opportunity  to  review  its  policies. 


Ch  34 


HUNGARY 

US  presence Yes  No  No 

Entry  permitted Yes  No  No 

ICELAND 

U.S.  presence No  No  No 

Entry  permitted Yes  No  No 

INDIA 

US  presence Yes  Yes  No 

Entry  permitted Yes  No  No 


Operating  Restrictions:  Only  one  branch  is 
now  permitted  for  each  foreign  and  domestic 
bank 


No  Entry  Restrictions:  Although  foreign  banks  are 

legally    permitted    to    open    representative 
Maybe      offices,  the  process  is  arduous. 


No 
Yes 


Yes 


No 


Entry  Restrictions:  Maximum  legal  foreign 
ownership  in  any  enterprise  is  generally  49 
percent. 


Entry  Restrictions:  Maximum  legal  foreign 
ownership  in  any  enterprise  is  40  percent, 
except  where  foreign  technology  or  export 
promotion  is  desired.  Restrictions  on  entry  are 
a  matter  of  policy. 

Operating  Restrictions:  Additional  branches 
are  not  permitted.  Foreign  banks  lack  access 
to  government  deposits  and  business  of 
nationalized  industries  and  are  subject  to  a  1 5 
percent  higher  profit  tax  rate 


Ch  3t 


Ch   16 


"See  explanatory  note  al  beginning  of  this  Appendix 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participalion 

in  indigenous 
commefcial  banks 


Repre-  Majority  Minority 

sentative  Brancti       interest  interest 

office      office     (subsidiaiy)      (affitiate) 


See  Report 
Comments  on  Entry  and  Ditfeienlial  Operat-   for  addilionat 
ing  Restrictions  Aftecling  Foreign  Banks        information 


INDONESIA 

U  S  presence 

.      Yes 

Yes 

No 

No 

Entry  permitted 

.      Yes 

No 

No 

No 

IRAN 

US  presence Unclear  Unclear 

Entry  permitted Unclear  Unclear 

IRAQ 

U  S  presence No  No 

Entry  permitted No  No 

REPUBLIC  OF  IRELAND 

US  presence No  Yes 

Entry  permitted Yes  No 


Unclear 


Unclear 


No 


No 


Unclear 


No 


No 
DoubttuI 


No 


Yes 


Yes 


ISRAEL 

US  presence 

No 

No 

No 

Yes 

Entry  permitted 

.      Yes 

Yes 

Yes 

Yes 

Entry  Restriclions  Restrictions  on  foreign  bank 
entry  are  a  matter  of  government  policy 

Operating  Restrictions:  Foreign  banks  estab- 
listied  prior  to  ttie  exclusionary  policy  are 
limited  to  one  brancti  and  one  sub-branch 
office  in  Jakarta.  Foreign  banks  cannot  offer 
savings  accounts,  are  not  eligible  to  redis- 
count loans  at  thie  central  bank,  and  may  only 
fund  $5  million  of  their  loans  from  offshore 
sources.  Any  lending  for  more  than  1 2  months 
requires  permission  from  the  central  bank. 
Both  private  domestic  banks  and  foreign 
banks  are  at  a  disadvantage  vis-a-vis  state- 
owned  banks  because  all  state-owned  enter- 
prises are  required  to  use  state  banks  and 
state  banks  receive  interest  rate  subsidies 
from  the  central  bank 


Entry  Restrictions:  Because  of  the  changing 
political  situation,  laws  pertaining  to  foreign 
banks  including  moves  to  nationalize  banks, 
are  unclear  at  this  time. 


Entry  Restrictions:  All  foreign  banks  were 
nationalized  in  1964  Entry  restrictions  are  a 
matter  of  law. 


Entry  Restrictions  Non-EEC  banks  are  re- 
quired to  incorporate  locally,  therefore  pre- 
cluding branch  operations 

Operating  Restrictions:  Foreign  banks  may 
open  a  second  office  only  after  seven  years  of 
operation,  A  maionty  of  the  directors  of  non- 
EEC  banks  must  be  Irish  or  nationals  of  other 
EEC  countries 


Chs  6 
&  36 


Ch,  30 


Ch  32 


Ch    17 


'See  explanatory  note  at  beginning  of  this  Appendix, 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority         Minority 

sentative  Brancli       interest  interest 

oftice      otiice     (subsidiary)      (alliliale) 


See  Report 
Comments  on  Entry  and  Dillerential  Opera!-   tor  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


ITALY 

U.S.  presence 

.      Yes 

Yes 

Yes 

No 

Entry  permitted 

.      Yes 

Yes 

Yes 

Yes 

IVORY  COAST 

US  presence Yes  Yes 

Entry  permitted Yes  Yes 

JAMAICA 

U.S.  presence No  Yes 

Entry  permitted Yes  Yes 

JAPAN 

US  presence Yes  Yes 

Entry  permitted Yes  Yes 


No 
Yes 


Yes 
Yes 


No 
No 


Yes 
Yes 


Yes 


Yes 


No 


Yes 


JORDAN 

U  S  presence  . . 

Entry  permitted 


No  Yes  No 

Yes       Maybe        Maybe 


Yes 


Maybe 


Entry  Restrictions:  Recently,  concern  about  Ch.  li 
overbanking  has  made  licenses  more  difficult 
to  obtain  for  botfi  Italian  and  non-EEC 
applicants.  EEC  regulations  require  that 
applicants  from  member  states  be  permitted  to 
enter. 

Operating  Restrictions:  Banks  must  obtain 
work  permits  for  foreign  workers  and  approval 
is  granted  only  when  an  Italian  cannot  fill  the 
position.  Exceptions  are  usually  granted  to  U  S. 
banks  in  the  case  of  high  management 
positions. 


Entry  Restrictions:  The  government  encour- 
ages entry  and  hopes  the  Ivory  Coast  can 
become  a  major  regional  financial  center 


Operating  Restrictions:  Foreign  bank  have  no 
access  to  government  deposits. 


Entry  Restrictions:  Maximum  participation  Chs,  19 
under  the  Anti-Monopoly  Law  is  5  percent.  &  36 
That  restriction  applies  to  all  financial  corpora- 
tions, domestic  and  foreign  Exceptions  may 
be  granted  by  the  Japan  Fair  Trade  Commis- 
sion. Absence  of  reciprocity  in  some  US. 
states  has  been  used  to  deny  entry  of  US 
banks  from  those  states. 

Operating  Restrictions:  All  banks  are  subject  to 
substantial  "administrative"  guidance  and 
restrictions  on  various  activities.  Substantial 
liberalization  in  treatment  of  foreign  banks  is 
currently  under  way. 

Entry  Restrictions:  Complete  freedom  of  entry 
existed  until  a  recent  policy  change  intended 
to  slow  the  growth  of  banking  in  general. 
Purchase  of  controlling  or  minority  interest  in  a 
local  bank  is  subject  to  central  bank  approval 
on  a  case  by  case  basis.  Branch  operation 
would  be  permitted  in  the  underdeveloped 
south  or  new  "free  zone  " 


'See  explanalor. 


1  this  Appendix. 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority  Minority 

sentative  Branch       interest  interest 

office      office     (subsidiary)      (affiliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  for  additional 
Ing  Restrictions  Affecting  Foreign  Banks        information 


KENYA 

U  S  presence 

.       Yes 

Yes 

Yes 

Entry  permitted 

.      Yes 

Yes 

Yes 

KUWAIT 

US  presence 

. .       No 

No 

No 

Entry  permitted  . . . 

No 

No 

No 

Yes 
Yes 


No 
No 


Entry  Restrictions:  Although  administrative 
policy  has  effectively  prohibited  foreign  bank 
entry,  one  foreign  bank  (Arab)  has  been 
permitted  to  operate  in  Kuwait,  in  a  |0int 
venture  with  the  Bank  of  Kuwait,  and  that  was 
by  special  provision 


Ch  30 


LAOS 

US.  presence No  No  No 

Entry  permitted No  No  No 

LEBANON 

US,  presence Yes  Yes  Yes 

Entry  permitted Yes  Yes  Yes 

LESOTHO 

US  presence No  No  No 

Entry  permitted Maybe  Maybe  Maybe 

LIBERIA 

U  S  presence No  Yes  No 

Entry  permitted Yes  Yes  Maybe 

LIBYA 

U.S.  presence No  No  No 

Entry  permitted No  No  No 


No 


No 


Yes 


Entry  Restrictions:  Nationalized  banking  sys- 
tem 


Operating   Restrictions:   Foreign    banks   are       Ch  36 
restricted  in  adding  new  branches  A  new  law 
being  drafted  may  liberalize  that  policy  some- 
what. 


Entry  Restrictions:  Applications  for  entry  in  all 
forms  are  either  accepted  or  rejected  on  their 
own  merit  by  the  Registrar  of  Financial  Institu- 
tions. 


Entry  Restrictions:  The  government  is  unlikely 
to  approve  foreign  acquisitions  of  controlling 
interest  in  existing  Liberian  banks. 

Operating  Restrictions:  Government  corpora- 
tions are  obliged  to  keep  their  funds  on  deposit 
with  the  National  Bank  of  Liberia 


No  Entry  Restrictions:  Nationalized  banking  sys-       Ch  30 

tem. 

No 


No 


Maybe 


Yes 


Yes 


'See  explanatory  note  at  beginning  of  ttiis  Appendix 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  (J.S.  Bank  Presence  in  Foreign  Countries' 


Form  ot  Foreign  Bank  Presence— 

Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority  Minority 

sentative  Branch       interest  interest 

otiice      oftice     (subsidiary)      (altiliate) 


See  Report 
Comments  on  Entry  and  Dillerential  Operal-  lor  additional 
ing  Restrictions  Alleclmg  Foreign  Banks        inlormation 


LUXEMBOURG 

U  S  presence No  Yes 

Entry  permitted No  Yes 

MADAGASCAR 

U  S  presence No  No 

Entry  permitted No  No 

MALAWI 

U.S.  presence No  No 

Entry  permitted Yes  Yes 


Yes 
Yes 

No 
No 

No 
Maybe 


Yes 
Yes 


MALAYSIA 

US,  presence 

, .      Yes 

Yes 

Yes 

Entry  permitted  — 

, .      Yes 

No 

No 

Entry  Restrictions:  Representative  offices  are 
not  authorized  in  practice. 


No         Entry  Restrictions:  Nationalized  banking  sys- 
tem 


Yes  Entry  Restrictions:  Foreign  banks  are  not  likely 
to    be    permitted    to    purchase    controlling 

Yes  interests  in  local  banks  unless  they  offer  a 
sufficiently  attractive  investment  to  the  go- 
vernment. 


Yes  Entry  Restrictions:  Government  policy  is  not  to 
grant  licenses  to  foreigners  if  the  new  enter- 
Yes  prise  does  not  employ  some  new  technology. 
Foreign  branches  and  acquisitions  of  control- 
ling interest  are,  therefore,  generally  not 
permitted 

Operating  Restrictions:  Existing  foreign  banks 
are  not  permitted  to  expand  their  branch 
operations  Local  borrowers  are  encouraged 
to  do  business  with  local  banks.  Foreign  banks 
have  difficulty  obtaining  new  work  permits  for 
replacement  personnel.  Foreign-controlled 
firms  wishing  to  borrow  more  than  (Vl$500 
thousand  in  Malaysia  must  give  at  least  halt  of 
that  business  to  indigenous  banks 


MALI 

US  presence 

No 

No 

No 

Entry  permitted 

>es 

Yes 

Yes 

No 


Yes 


Entry  Restrictions:  Foreign  banks  are  permit- 
ted to  purchase  equity  shares  in  private 
indigenous  banks;  because  all  indigenous 
banks  are  presently  government  owned,  that  is 
only  hypothetically  possible. 


MALTA 

US,  presence No  No 

Entry  permitted No  No 


No  No         Entry  Restrictions:  The  government  believes 

there  are  already  too  many  banks  and  that  it 

No  Maybe       would  not  be  prudent  to  allow  more  foreign 

banks.  The  government  may  permit  foreign 
firms  to  purchase  minority  interests  in  indige- 
nous banks  on  a  case  by  case  basis. 


■  See  explanatory  note  at  beginning  of  this  Appendix 


Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority  Minority 

sentative  Brancli       interest  interest 

office      office     (subsidiary)      (affiliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  for  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


MAURITANIA 

US.  presence No  No 

Entry  permitted Yes  Yes 

MAURITIUS 

US  piesence No  Yes 

Entry  permitted Yes  Yes 

MEXICO 

U  S  presence Yes  Yes 

Entry  permitted Yes  No 


No 

No 

Yes 

Yes 

No 

No 

Yes 

Yes 

No 

No 

No 

No 

MOROCCO 

US  presence 

No 

No 

Yes 

Yes 

Entry  permitted  . . . . 

No 

No 

No 

Yes 

Entry  Restrictions:  Entry  restrictions  are  a 
matter  of  policy. 

Operating  Restrictions  The  one  existing 
foreign  brancti  bank  system  tias  not  been 
permitted  to  expand  its  brancfi  network  and  is 
confined  to  limited  operations 


Entry  Restrictions  Prior  to  1973,  most  com- 
mercial banks  were  foreign-owned  The 
Moroccanization  policy  that  began  in  1973 
required  50  percent  Moroccan  participation  in 
all  indigenous  banks 


Ch,  21 


MOZAMBIQUE 

U  S  presence No 


No 


Entry  permitted Yes         Yes 


No  No  Operating  Restrictions  The  government  reor- 

ganized   the    banking    sector    in    1977    and 

Yes  Yes         reserved  nearly  all  profitable  banking  services 

for  the  state-run  banks.  Thus,  all  but  one 
private  commercial  bank  ceased  operations. 


NEPAL 

U.S.  presence No 


Entry  permitted 


No 


No 
No 


No 
No 


No 


No 


Entry  Restrictions:  To  protect  domestic  com- 
mercial banks  from  foreign  competition,  the 
government  has  not  permitted  foreign  bank 
operations  to  enter. 


NETHERLANDS 

US  presence Yes         Yes  Yes  Yes 

Entry  permitted Yes         Yes  No  Yes 


Entry  Restrictions:  Permission  for  a  merger  or      Chs,  22 
change  in  ownership  must  be  obtained  from         &  32 
the  Minister  of  Finance  on  a  case  by  case 
basis.  Present  ad  hoc  guidelines  have  limited 
ownership  to  less  than  ma|ority  ownership 


"See  explanatory  note  at  beginning  of  this  Appendix 


Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries* 

Form  of  Foreign  Bank  Presence^ 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority  Minority  See  Report 
senlative  Branch       interest          interest      Comments  on  Entry  and  Differential  Operal-  tor  additional 
office      olfice     (subsidiary)      (affiliate)         ing  Restrictions  Allecting  Foreign  Banks        intormalion 

NETHERLANDS  ANTILLES 

US- presence No  Yes  Yes  Yes         £n(ry  fles/r/c//ons.  Law  permits  foreign  banks 

to  enter  in  all  forms,  but  the  government  fias 

Entry  permitted No  No  No  No  stopped  licensing  new  banks  because  there 

are  enough  banks  to  satisfy  the  domestic 
market 

NEW  ZEALAND 

U  S  presence No  No  No  No  Entry  Restrictions:   Entry   restrictions  are  a 

matter  of  administrative  practice  and  policy. 

Entry  permitted Yes  No  No  No 

NICARAGUA 

U.S.  presence No  Yes  No  Yes        Entry  Restrictions.   Foreign  banks  may  pur- 

r-  .  .,   J  , ,     ,        , ,     ,  , ,     ,  , ,     ,  chase  equity  in  indigenous  banks  provided 

Entry  permitted Unclear  Unclear      Unclear  Uncear      ,.„,^  ^,r  in  m    ^  .     1 1,  i^        r^« 

'  ^  there  are  10  Nicaraguan  stockholders.  Off- 

shore banking  is  permitted.  This  information 
reflects  the  situation  in  Nicaragua  as  of  March 
1979.  Due  to  the  change  of  government,  laws 
pertaining  to  foreign  banks,  including  moves  to 
nationalize  banks,  are  unclear  at  this  time. 


NIGER 

US  presence Yes  No  No 

Entry  permitted Yes  No  Yes 

NIGERIA 

U.S.  presence Yes  No  No 

Entry  permitted Yes  No  No 

NORWAY 

US  presence Yes  No  No 

Entry  permitted Yes  No  No 


No 
Yes 


Yes 


Yes 


No 


No 


Entry  Restrictions:  Entry  restrictions  are  based 
on  law 


Entry  Restrictions:  Nigerian  law  requires  at 
least  60  percent  indigenous  ownership  in  all 
banks. 

Operating  Restrictions:  Expatriate  quotas  exist 
to  limit  the  use  of  foreign  personnel 


Entry  Restrictions:  Law  permits  the  govern- 
ment to  allow  foreign  banks  to  establish 
branches,  but  the  government  has  not  permit- 
ted foreign  bank  branches  to  enter  because  of 
the  "frailness"  of  the  Norwegian  banking 
structure. 


Ch  23 


■  S^  explanatory  note  at  beginning  of  this  Appendix 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  of  Foreign  Banl<  Presence^ 
Equity  participation 

in  indigenous 
commeicial  banks 


Repre-  Majority  Minority 

sentative  Brancti       interest  interest 

office      office     (subsidiary)      (affiliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  for  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


US  presence 

No 

Yes 

No 

Yes 

Entry  permitted  . . . 

.       Yes 

No 

No 

Yes 

Entry  Restrictions:  The  central  bank  limits  the 
total  number  of  commercial  banks,  foreign  and 
domestic,  to  20,  which  has  been  reached. 
Maximum  legal  foreign  ownership  in  an 
indigenous  bank  is  49  percent 


Ch  30 


PAKISTAN 

U,S  presence No  Yes  No  Yes 

Entry  permitted Yes         Yes  No  No 


Entry  Restrictions:  Law  states  that  indigenous 
banks  can  be  owned  and  operated  only  by  the 
government  or  by  corporations  owned  and 
controlled  by  the  government.  Narrow  reci- 
procity applied  in  licensing  of  foreign 
branches 

Operating  Restrictions  Law  states  that  foreign 
bank  operations  must  maintain  a  minimum 
capital  of  5  million  rupees  or  7  5  percent  of  their 
total  demand  and  time  deposits,  whichever  is 
higher.  The  requirement  for  nationalized  banks 
IS  2  million  rupees  or  5  percent  of  their  total 
demand  and  time  deposits  However,  foreign 
banks,  unlike  indigenous  banks,  do  not  have  to 
transfer  20  percent  of  their  annual  profits  to  a 
general  reserve  to  build  up  capital.  Foreign 
banks  do  not  have  access  to  letter  of  credit 
activity  for  the  government  sector  It  is  more 
difficult  for  foreign  banks  to  obtain  approval  to 
expand  their  branch  networks  than  for  indigen- 
ous banks- 


Chs,  5 
&  36 


PANAMA 

US,  presence 

Yes 

Yes 

Yes 

Entry  permitted 

Yes 

Yes 

Yes 

PAPUA  NEW  GUINEA 

U  S  presence 

No 

No 

No 

Entry  permitted 

No 

Yes 

No 

Yes 
Yes 


No 


Entry  Reslnctions  De  novo,  wholly-owned 
foreign  subsidiary  banks  may  be  permitted 
Foreign  branch  operations  are  permitted,  but 
are  subiect  to  the  following  conditions:  (1)  a 
nationwide  network  of  branches  offering  retail 
services  must  be  set  up;  and  (2)  at  least  70 
percent  of  employees  in  those  offices,  must  be 
local  citizens.  Those  stipulations,  a  matter  of 
administrative  policy,  have  effectively  deterred 
foreign  branch  entry 


Ch  34 


Ch  5 


"See  explanatory  note  at  beginning  of  this  Appendi; 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 

Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banl^s 

Repre-  Ivlaionty         Minority  See  Report 

sentative  Branch       interest  interest      Comments  on  Entry  and  Ditterenlial  Operat-  lor  additional 

ottice      ollice     (subsidiary)      (altiliate)         ing  Restrictions  Allecting  Foreign  Banks        intormalion 

PARAGUAY 

U  S  presence No  Yes  Yes  No  Operating  Restrictions:  Foreign  banks  lack 

access  to  government  deposits. 

Entry  permitted Yes        Yes  Yes  Yes 

PERU 

U.S.  presence Yes         Yes  No  No         Entry  Restrictions:   Entry   restrictions  are  a       Chs.  6, 29 

matter  of  law,  &  36 

Entry  permitted Yes  No  No  No  Operating    Restrictions:    Banks    owned    by 

foreigners  prior  to  November  1971  must  have 
at  least  80  percent  of  their  capital  owned  by 
nationals  They  are  not  permitted  to  add  to  their 
existing  branch  networks,  may  not  accept 
savings  deposits,  may  not  participate  in  the 
non-traditional  export  loan  fund,  and  are 
subject  to  a  ceiling  on  the  number  of  foreign 
employees  Foreign  banks  are  required  to 
extend  foreign  currency  credit  to  the  govern- 
ment, must  pay  higher  taxes  than  indigenous 
banks,  and  may  remit  no  more  than  20  percent 
of  their  profits  abroad. 

PHILIPPINES 

U.S.  presence Yes         Yes  No  Yes         Entry  Restrictions:  Foreign  banks  may  acquire 

up  to  30  percent  equity  in  an  indigenous  bank 

Entry  permitted Yes  No  No  Yes         or,  with  Presidential  approval,  up  to  40  percent 

Offshore  banking  is  permitted 

Operating  Restrictions:  Existing  foreign  branch 
banks  are  not  permitted  to  expand  their 
networks,  provide  trust  services,  or  accept 
government  deposits:  there  are  restrictions  on 
foreign  banks'  solicitations  of  retail  deposits. 


POLAND 

US  presence Yes  No  No  No 

Entrv  permitted Yes  No  No  No 

PORTUGAL 

U.S.  presence Yes  No  No  No 

Entry  permitted Yes  No  No  No 


Entry  Restrictions:  Representative  offices  are 
permitted  on  a  case  by  case  basis 


Entry  Restrictions:  Nationalized  banking  sys- 
tem. Entry  restrictions  are  a  matter  of  law. 


Ch  31 


"See  explanatory  note  at  beginning  of  tfiis  Appendix. 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 

Form  ol  Foreign  Bank  Presence— 

Equity  participation 
in  indigenous 
commercial  banks 

Repre-  Majority  l^inority 

sentative  Branch       interest  interest 

office      office     (subsidiary)      (affiliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  tor  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


QATAR 

US  presence 

No 

Yes 

No 

Yes 

Entry  permitted  . . . . 

No 

No 

No 

Yes 

ROMANIA 

US  presence No  Yes  No 

Entry  permitted Yes  Yes  No 

RWANDA 

U  S  presence No  No  No 

Entry  permitted Yes  Yes  Yes 

SAUDI  ARABIA 

US  presence No  Yes  No 

Entry  permitted No  No  No 


No 
No 


Yes 
Yes 


Entry  Restrictions    De   novo,   wholly-owned       Chs  30 
foreign  subsidiary  banks  may  be  permitted,         &  33 
Maximum  legal  foreign  equity  position  in  an 
indigenous  bank  is  49  percent 

Operating  Restrictions:  Existing  foreign 
branches  may  expand  with  government 
approval.  Government  deposits  are  placed 
with  local  banks.  British  banks  and  other 
foreign  banks,  in  that  order  of  priority  Foreign 
banks  cannot  hold  liens  on  real  property 


Operating    Resliiclions:    The    existing    U.S,       Chs  31 
branch    is    limited    to    offshore    operations         &  36 
approved  for  the  purpose  of  facilitating  trade. 


Entry  Restrictions:  The  government  encour- 
ages foreign  bank  entry 


No  Entry  Restiictions: 

matter  of  policy 


Entry    restrictions   are  a 


Operating  Restiictions  Existing  foreign  banks 
are  required  to  divest  to  no  more  than  40 
percent  ownership  Additional  branching  and 
increases  in  capital  of  affiliates  may  soon  be 
liberalized  tor  established  foreign  banks 


Chs  30 
&33 


SENEGAL 

U  S,  presence Yes 

Entry  permitted Yes 

SEYCHELLES 

U  S  presence No 

Entry  permitted Yes 

SIERRA  LEONE 

U  S,  presence No 

Entry  permitted No 


Yes 

No 

Yes, 

Yes 

Yes 

Yes 

Yes 

No 

No 

Yes 

Yes 

Yes 

No 

No 

Yes 

Yes 

Yes 

Yes 

'See  explanatory  note  at  beginning  of  tfnis  Appendix 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  0/  Foreign  Banii  Presence— 
Equity  participation 

in  indigenous 
commercial  banl<s 


Repre- 
sentative Branch 
ollice      office 


t\AajOrity 

interest 

(subsidiary) 


Minority 
interest 
(all  I  Hate) 


See  Report 
Comments  on  Entry  and  Dillerential  Operal-  lor  additional 
ing  Restrictions  Allecting  Foreign  Banks        intormation 


SINGAPORE 

U  S  presence 


Entry  permitted 


Yes         Yes  Yes  No  Entry  Restrictions:  Only  offshore  branches 

have  been  permitted  since  1973.  IVIaximum 

Yes  No  No  Yes         'sgal  foreign  ownership  in  an  indigenous  banl< 

is  20  percent. 

Operating  Restrictions:  Foreign  banks  are  not 
permitted  to  expand  their  existing  networl<s  but 
indigenous  banks  are  occasionally  granted 
permission.  Offshore  branches  may  obtain  a 
restricted  license  to  do  domestic  business 
which  limits  them  to  a  maximum  domestic  loan 
portfolio  of  $30  million,  Singapore,  and  does 
not  allow  offshore  branches  to  take  interest- 
bearing  local  deposits. 


Ch,  34 


SOLOMON  ISLANDS 

U  S  presence 

No 

No 

Entry  permitted 

Yes 

No 

No 


Unclear 


No 


Unclear 


Entry  Restrictions  All  forms  of  entry  are 
officially  permitted,  but  monetary  authorities 
believe  existing  needs  are  being  met  and  are 
not  likely  to  approve  new  banking  facilities.  The 
government  position  on  equity  purchases  by 
foreign  banks  is  not  clear. 


SOMALIA 

US  presence 

.       No 

No 

No 

Entry  permitted  . . . . 

No 

No 

No 

SOUTH  AFRICA 

US  presence 

Yes 

No 

Yes 

Entry  permitted  — 

.      Yes 

No 

Possible 

No 


No 


No 


Yes 


Entry  Restrictions:   Entry   restrictions   are  a 
matter  of  law. 


Entry  Restrictions:  Law  requires  all  foreign 
banks  to  be  incorporated  in  South  Africa, 
therefore  precluding  branch  operations.  Once 
a  foreign-owned  bank  reaches  U.S.  $24  million 
in  share  capital,  it  must  open  its  shareholdings 
to  local  participation,  with  a  goal  of  eventually 
reaching  50  percent  local  ownership. 


Ch.  5 


"See  explanatory  note  at  begr 


Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  bani^s 


Repre- 
sentative Brancti 
office      office 


l^ajority 

interest 

(subsidiary) 


Minority 
interest 
(affiliate) 


See  Report 
Comments  on  Entry  and  Differentiaf  Operat-  for  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


SOUTH  KOREA 

U.S.  presence 


Entry  permitted 


Yes         Yes  No  No  Entry  Restrictions:  Present  government  policy 

IS  not  to  approve  any  new  foreign  branches  or 

Yes  No  No  Unclear      subsidiaries.  The  current  number  of  branches 

IS  seen  as  appropriate  to  the  present,  limited 
market  opportunities. 

Operating  Restrictions:  Foreign  banks  are 
required  to  capitalize  each  branch  separately. 
Capital  IS  limited  to  about  $3  or  $5  million  plus 
retained  earnings  and  surplus  for  each  branch, 
depending  on  when  the  branch  was  estab- 
lished Foreign  banks  cannot  accept  house- 
hold deposits,  cannot  hold  proceeds  from 
stock  sales,  do  not  receive  Bank  of  Korea 
(BOK)  subsidized  deposits  for  funding  foreign 
currency  loans,  do  not  have  access  to  the 
discount  window  at  the  BOK,  are  not  given 
government  deposits,  and  do  not  have  access 
to  subsidized  funds  for  export  financing.  Those 
restrictions  do  not  apply  to  indigenous  banks. 


Ch  20 


SPAIN 

US  presence 

.      Yes 

Yes 

Yes 

Entry  permitted  . . . 

.      Yes 

Yes 

Yes 

SRI  LANKA 

U.S.  presence  .... 

No 

No 

No 

Entry  permitted  . . . 

.       Yes 

Yes 

Yes 

Yes  Entry  Restrictions:  The  government  has 
recently  liberalized  restrictions  on  foreign  bank 

Yes  entry  and  has  begun  granting  licenses  to 
foreign  banks  a  few  at  a  time,  in  order  to 
gradually  admit  foreign  banks  into  the  market. 
There  are  high  capital  requirements  for  all 
newly  chartered  banks 

Operating  Restrictions:  Foreign  banks  are 
limited  to  three  branches  Foreign  banks  are 
prohibited  from  equity  participation  in  Spanish 
business  but  domestic  banks  are  not  Foreign 
bank  local  currency  deposits  are  limited  to  40 
percent  of  their  overall  loan  portfolio  plus 
government  securities  and  reserves 


Yes         Operating  Restrictions:  Foreign  banks,  as  non- 
residents,   pay   a    slightly   higher  corporate 
Yes         income  tax  than  indigenous  banks 


Chs  24 
&  36 


'See  explanatory  note  at  beginning  of  tfiis  Appendix 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  In  Foreign  Countries' 


Form  of  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority         Minority 

sentative  Brancti       interest  Interest 

ollice      ollice     (subsidiary)      (alliliate) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  for  additional 
ing  Restrictions  Aflecling  Foreign  Banks        Inlormatlon 


SUDAN 

U.S.  presence  . 
Entry  permitted 


Yes         Yes  No  Yes 

Yes      Maybe         Yes  Yes 


Entry  Restrictions:  The  number  of  foreign 
banks  seeking  branches  in  Sudan  exceeds  the 
number  the  government  would  consider 
approving.  Thus,  not  many  foreign  bank 
licenses  w/ill  be  granted 

Operating  Restrictions:  Foreign  bank  are 
excluded  from  taking  individual  deposits  from 
Sudanese  residing  in  Sudan.  Foreign  banks 
may  accept  deposits  of  Sudanese  living 
abroad  and  all  commercial  deposits. 


SURINAM 

U  S  presence 

No 

No 

No 

Yes 

Entry  permitted  . . . . 

No 

No 

No 

No 

Entry  Restrictions:  Law/s  permit  all  forms  of 
foreign  bank  entry,  but  the  central  bank  has 
not  approved  new  foreign  bank  operations 
since  1956  because  it  believes  there  are 
already  sufficient  financial  institutions  in  Suri- 
nam. 


SWAZILAND 

US  presence No  No  No  No 

Entry  permitted Yes         Yes  Maybe  Yes 


Entry  Restrictions:  Foreign  banks  that  wish  to 
acquire  more  than  20  percent  of  an  indigenous 
bank  must  obtain  prior  written  approval. 


SWEDEN 

U  S  presence 

.      Yes 

No 

No 

Entry  permitted 

.      Yes 

No 

No 

SWITZERLAND 

US  presence 

.      Yes 

Yes 

Yes 

Entry  permitted 

Yes 

Yes 

Yes 

No  Entry  Restrictions:   Entry   restrictions  are  a        Ch.  25 

matter  of  law.  Representative  offices  require 

No         approval   and   are   highly   restricted   in   the 
activities  they  may  conduct. 


Yes         Entry  Restrictions:  Entry  of  foreign  banks  is       Ch  26 

denied   if  strict  reciprocity  criteria  are  not 
Yes        satisfied. 


"See  explanatory  note  at  beginning  of  this  Appendix 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ot  Foreign  Bank  Presence- 


Repre- 
senlative  Brancti 

Equity  participation 

in  indigenous 
commerciaf  banl^s 

i^ajority 
interest 

Minority 
interest 

office 

office 

(subsidiary) 

(affiliate) 

SYRIA 

US  presence  — 

No 

No 

No 

No          1 

Entry  permitted  . . . 

..      Yes 

No 

No 

No          1 
1 

TAIWAN 

US,  presence  — 

. .      Yes 

Yes 

No 

No 

Entry  permitted  . . , 

. .      Yes 

Yes 

Unclear 

Unclear 

See  Report 
Comments  on  Entry  and  Differential  Operal-   for  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


Entry  Restrictions:  Nationalized  banking  sys-       Cti  30 
tem.  Entry  restrictions  are  a  matter  of  law 
Branch    operations    of    foreign    banks    are 
permitted  in  a  "free  zone  " 


Entry  Restrictions:  Since  no  U.S.  banks  have 
attempted  to  purchase  interest  in  indigenous 
banks,  government  policy  is  unclear 

Operating  Restrictions:  Foreign  banks  cannot 
accept  time  and  savings  deposits  They  do  not 
have  access  to  central  bankdiscountfacilities; 
they  have  no  access  to  special-rate  facilities 
for  funding  imports  and  exports,  they  cannot 
lend  to  individuals;  they  cannot  open  additional 
branches:  they  face  limitations  on  guarantee- 
ing commercial  paper;  and  they  are  required  to 
redeposit  deposits  above  a  certain  limit  with 
the  central  bank.  Total  lending  is  limited  to  25 
percent  of  the  branch's  capitalization  if 
secured,  or  10  percent  if  not  secured 


Ch.  36 


TANZANIA 

U  S  presence 

No 

No 

No 

Entry  permitted 

No 

No 

No 

No  Entry  Restrictions:  Nationalized  banking  sys- 

tem. All  entry  restrictions,  except  restrictions 

No  on  representative  offices,  are  a  matter  of  law. 

Limited  representative  offices  are  legally 
permitted,  but  government  policy  has  been  not 
to  allow  them. 


THAILAND 

U.S.  presence  . 

Entry  permitted 


Yes         Yes  Yes  Yes 

Yes  No  Maybe  Yes 


Entry  Restrictions:  The  government  does  not 
permit  the  establishment  of  new  banks, 
domestic  or  foreign.  The  government  is  not 
likely  to  approve  foreign  banks'  purchases  of 
controlling  interest  in  indigenous  banks, 
except  when  Thai  banks  desire  reciprocal 
approval. 

Operating  Restrictions:  Existing  foreign 
branches  have  not  been  permitted  to  expand 
beyond  Bangkok  and  so  have  operated 
outside  Bangkok  through  finance  companies. 
New  legislation  will  force  banks  to  divest  their 
ownership  of  finance  companies  to  1 0  percent 
over  seven  years,  so  that  foreign  banks  cannot 
use  them  as  branch  outlets 


Ch.  5 


"See  explanatory  note  at  beginning  of  ttiis  Appendix. 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  of  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 


Repre- 
sentative Branch 
office  office 

TOGO 

U.S.  presence No  No 

Entry  permitted Yes  Yes 

TRINIDAD  AND  TOBAGO 

US  presence No  Yes 

Entry  permitted Yes  No 


Majority 

interest 

(subsidiary) 


(Minority 
interest 
(alfiliale) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  for  additional 
ing  Restrictions  Affecting  Foreign  Banks        information 


No 
Yes 


No 
No 


Yes         Entry  Restrictions:  The  government  encour- 
ages foreign  bank  entry. 
Yes 


No 


No 


Entry  Reslriclions:  US,  banl<s  established  prior 
to  the  institution  of  the  restrictive  entry  policy 
are  being  pressured  to  divest  controlling 
interest  in  existing  operations.  Exceptions  to 
entry  policy  may  be  made  when  the  govern- 
ment considers  it  to  be  in  the  nation's  interest. 


TUNISIA 

U.S.  presence Yes  No 

Entry  permitted Yes  No 

TURKEY 

US  presence Yes  No 

Entry  permitted Yes  No 


UNITED  ARAB  EMIRATES 

U.S.  presence Yes         Yes 

Entry  permitted No  No 


Operating  Restrictions:  Foreign  banks  are 
excluded  from  some  forms  of  government 
borrowing.  Government  corporations  are 
discouraged  from  doing  business  with  foreign 
banks.  Work  permits  for  foreign  nationals  are 
difficult  to  obtain. 


No  Yes         Entry  Restrictions:  Entry   restrictions  are  a 

matter  of  policy.  Offshore  branches  are  permit- 
No  Yes         ted 


No  Yes         Entry  Restrictions:  There  are  no  legal  barriers 

to  foreign  bank  entry;  however,  government 

No  No  policy  has  been  extremely  restrictive  except  in 

the  case  of  foreign  representative  offices. 

Operating  Restrictions:  Foreign  banks  have 
great  difficulty  gaming  permission  to  expand 
their  existing  branch  networks  or  to  increase 
their  capital  base. 


Yes  Yes         Entry  Restrictions:  Following  a  banking  crisis  in 

1 977.  during  which  two  foreign  banks  became 

No  No  insolvent,  the  government  adopted  a  highly 

restrictive  entry  policy  affecting  both  domestic 
and  foreign  banks. 

Operating  Restrictions:  The  government  di- 
rects letter  of  credit  business  and  some 
deposits  to  banks  in  which  the  Emirates  have 
an  equity  interest. 


Ch  6 


Chs.  5 
&  30 


"See  explanatory  note  beginning  ot  this  Appendix. 
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Table  11-1 
Entry  Regulation,  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  ol  Foreign  Bank  Presence— 
Equity  participation 

in  indigenous 
commercial  banks 


Repre- 
sentative Branch 
oflice      otiice 


Majority 

interest 

(subsidiary) 


Minority 
interest 
(attihale) 


See  Report 
Comments  on  Entry  and  Differential  Operat-  for  additional 
ing  Restrictions  Attecting  Foreign  Banks        Inlormalion 


UNITED  KINGDOM 

US  presence  . . , 


Entry  permitted 


Yes         Yes  Yes 

Yes         Yes  Unlikely 


Yes         Entry   Restrictions:    Fifteen    percent    is    the      Chs,  27 
apparent    maximum    interest    in    significant        &  32 

Yes         banks  that  is  likely  to  be  approved  for  non-EEC 
banks. 

Operating  Restrictions:  Foreign  branches' 
acceptances  are  not  eligible  for  discount  at  the 
Bank  of  England  Foreign  banks  do  not  have 
access  to  certain  government  and  thrift 
institution  deposits  Foreign  banks  are  ex- 
cluded from  some  phases  of  the  export  credit 
guarantee  program. 


U.S.S.R. 

US  presence Yes 

Entry  permitted Yes 

UPPER  VOLTA 

US,  presence No 

Entry  permitted Yes 

URUGUAY 

US  presence Yes 

Entry  permitted Yes 

VENEZUELA 

U.S.  presence Yes 

Entry  permitted Yes 


No 
No 


No 
Yes 


No 
No 


No 
No 


Yes 

No 

No 

Yes 

Yes 

No 

No 

No 

No 


No 


Yes 
Yes 


No 


Yes 


No 


Entry  Restrictions  Nationalized  banking  sys- 
tem. 


Entry  Restrictions:  Law  requires  51   percent 
local  ownership  for  all  banks 


Entry  Restrictions:   Entry   restrictions  are  a 
matter  of  law. 


Entry   Restrictions    Entry 
matter  of  law 


restrictions  are   a 


Operating  Restrictions:  Existing  foreign 
branches  may  not  expand  their  networks. 
Existing  banks  with  more  than  20  percent 
foreign  ownership  are  severely  restricted  in 
terms  of  their  operations;  banks  with  less  than 
20  percent  foreign  control  receive  the  same 
treatment  as  Venezuelan-owned  banks.  The 
bank  president  and  three-quarters  of  the 
employees  in  certain  positions  must  be 
Venezuelans  residing  in  the  country. 


Chs  31 
&  36 


Chs,  28 
&  29 


'See  explanatory  note  at  beginning  of  this  Appendi) 
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Table  11-1 
Entry  Regulation.  Differential  Operating  Restrictions  and  U.S.  Bank  Presence  in  Foreign  Countries' 


Form  oJ  Foreign  Bank  Presence— 

Equity  participation 

in  indigenous 
commercial  banks 

Repre-  Majority         Minority 

sentalive  Branch       interest  interest 

office      office     (subsidiary)      (affiliate) 

YEMEN  ARAB  REPUBLIC 

U.S.  presence No  Yes  No  No 

Entry  permitted Yes         Yes  Maybe  Maybe 

YUGOSLAVIA 

US  presence No  No  No  No 

Entry  permitted Yes  No  No  No 

ZAIRE 

U  S  presence No  No  Yes  Yes 

Entry  permitted No  No  Yes  Yes 

ZAMBIA 

US  Presence No  No  No  Yes 

Entry  permitted Yes         Yes  Yes  Yes 


See  Report 
Comments  on  Entry  and  Dillerenlial  Operat-   lor  additional 
ing  Restrictions  Allecling  Foreign  Banks        inlormation 


Entry  Restrictions:   Entry   restrictions  are  a 
matter  of  law. 


Entry  Reslnclions:  The  basic  requirement  for 
entry  is  thiat  tfie  banking  entity  be  incorporated 
in  Zaire.  Foreign  banks  are  permitted  to 
establish  wholly-owned  subsidiaries 


"See-explanatory  note  at  beginning  of  this  Appendix. 
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III.  National  Treatment  Study 
Questionnaire 


A  detailed  survey  ot  U.S.  banks  with  overseas  operations 
was  conducted  in  March,  1979,  in  order  to  provide 
primary  information  on  the  official  treatment  received  by 
the  banks  in  the  various  countries  where  they  conduct  (or 
have  sought  to  conduct)  commercial  banking  operations. 
The  questionnaire  was  mailed  on  March  23,  1979. 
addressed  to  the  president  or  chief  executive  officer  of 
each  bank  A  letter  addressed  to  the  same  bank  officers 
had  been  sent  two  days  earlier  by  Secretary  of  the 
Treasury  W.  Michael  Blumenthal.  The  letter  and  question- 
naire are  reproduced  on  the  following  pages. 

The  purpose,  coverage  and  scope  of  the  questionnaire 
are  described  in  the  instructions  which  accompanied  it 
and  in  Secretary  Blumenthal's  letter.  Information  gleaned 
from  the  questionnaire  was  used  in  the  country  studies  in 
this  report  and  for  the  analysis  in  other  sections, 
particularly  Chapters  5  and  6. 

Questionnaires  were  sent  to  1 36  U.S.  banking  organi- 
zations. In  all.  at  least  119  banks  responded  to  the 
questionnaire  indicating  a  response  rate  of  88.2  percent 
or  better.'  Responding  banks  hold  over  98  percent  of  all 
foreign-based  assets  of  U.S.  banks.  Responses  to  part  I 
were  received  from  78  different  institutions,  including 
anonymous  returns.  Of  the  78  Part  I  responses,  37 
contained  information  about  specific  countries:  others 


The  nufi  : 
returns  Br 

may  not  have  received  or  resp 
responding  is  indeterminate 


:  tied  in  Part  I  or  Part  II 
i  anonymously  to  Part  I 
ihe  exact  total  number 


were  marked  "not  applicable,"  "no  present  interest,"  etc., 
or  contained  only  general  comments.  A  total  of  605  Part  II 
forms  requesting  country-specific  information  were 
coded  and  distributed;  520  Part  II  responses  were 
received,  indicating  a  response  rate  of  86.0  percent. 
Some  Part  II  forms  were  returned  by  banks  that  do  not 
have  commercial  bank  operations  in  a  particular  country 
but  are  represented  through  merchant  banks  or  other 
near-bank  subsidiaries  or  affiliates;  a  few  other  banks 
elected  to  use  the  Part  II  form  as  a  means  of  commenting 
on  official  treatment  in  countries  where  they  wished  or 
were  about  to  establish  commercial  banking  operations.-^ 
In  a  small  number  of  cases,  banks  that  were  sent  Part  II 
forms  for  a  particular  country  instead  elected  to  give  their 
comments  in  Part  I  because  they  had  only  limited  or  very 
new  operations  in  the  country  or  because  their  principal 
concern  was  inability  to  attain  their  preferred  organiza- 
tional form  there. 

Table  III-1  lists  all  the  foreign  countries  covered  by 
bank  responses  to  the  country-specific  Part  II  form.  In 
total,  information  was  received  for  86  countries.  Seventy- 
one  banks  provided  information  only  on  the  Bahamas  or 
Cayman  Islands,  the  two  most  prominent  offshore  bank 
locations.  Forty-eight  other  banks  provided  information 
on  Part  II  forms  covering  an  additional  84  countries. 


For  these  reasons 
countries  from  ■m( 
operations  there— p 


Part  II  forms  was  received  for  some 
1  actually  have  commercial  bank 
lada  and  Australia 


181 


Table  III-1 

Coverage  of  Country-Specific  Bank  Questionnaires 

(Part  II  Forms) 


Country 


Number  ot 

Responses         ^^^^^^^ 


Bahamas 62 

Cayman  Islands 54 

United  Kingdom 41 

Japan 21 

Germany  17 

Singapore 16 

France  15 

Hong  Kong  15 

Belgium  13 

Philippines 13 


Switzerland  . 

Italy 

Panama  . . . . 

Korea 

Taiwan 

Netherlands . 
Bahrain 


11 

10 

10 

9 

9 


Lebanon 

United  Arab  Emirates 

Canada 

Greece 

Indonesia 

Argentina 

Egypt 

Austria 

Luxembourg  

Spam 

Thailand 

Australia 

Brazil 

Denmark 

Jamaica 

Malaysia 

Netherlands  Antilles. . 


Number  oi 
Responses 


Countries  With  Tfiree  or  Fewer  Responses 


Bangladesh 

Honduras 

Oman 

Turkey 

Barbados 

India 

Pakistan 

Uruguay 

Belize 

Iran 

Paraguay 

Venezuela 

Bolivia 

Ireland 

Peru 

Yemen 

Brunei 

Ivory  Coast 

Qatar 

Zaire 

Chile 

Jordan 

Romania 

Colombia 

Kenya 

Rwanda 

People's  Rep. 

Liberia 

Saudi  Arabia 

of  the  Congo 

Malawi 

Senegal 

Cyprus 

Mauritius 

Seychelles 

Dominican  Rep. 

Mexico 

South  Africa 

Ecuador 

Monaco 

Surinam 

Gabon 

Morocco 

Tahiti 

Guatemala 

New  Caledonia 

Tonga 

Haiti 

Nicaragua 

Trinidad  and  Tobago 

Nigeria 

Tunisia 

Totals:    86  countries 
520  responses 
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THE  SECRETARY  OF  THE  TREASURY 
WASHINGTON  20220 

March  21,  1979 

Dear 

The  Iriternatlonal  Banking  Act  of  1 978  requires  that  the  Secretary  of  the  Treasury  conduct  a  study  concerning  the  extent 
to  which  US-  banks  abroad  are  denied,  whether  by  law  or  practice,  national  treatment  in  conducting  banking  operations- 
The  enclosed  copy  of  section  9  of  the  Act  provides  a  full  statennent  of  this  requirement,  I  must  report  my  findings, 
conclusions  and  recommendations  to  the  Congress  in  September,  1979. 

An  objective  of  immediate  importance  to  the  study  is  the  determination  of  which  forms  of  discriminatory  treatment  may 
have  major  economic  significance  to  U.S.  banks  operating  in  the  host  countries.  This  information  will  provide  an 
appropriate  focus  for  the  analytic  and  fact-finding  portions  of  the  study. 

Because  of  your  bank's  international  activities,  we  think  that  you  are  in  an  excellent  position  to  assist  us  in  identifying  the 
principal  problem  areas  and  thus  giving  direction  to  the  study.  In  order  to  elicit  this  valuable  information  a  questionnaire  is 
being  prepared  for  general  distribution  in  the  next  few  days  to  your  bank  and  to  all  other  U.S.  banks  with  overseas 
operations. 

Some  of  the  questions  are  rather  detailed,  and  because  of  the  time  constraints  imposed  on  the  study  by  Congress  we  will 
be  asking  that  you  respond  in  a  relatively  short  time.  We  are  depending  on  a  large  measure  of  cooperation  and  assistance 
from  your  bank  in  making  the  study  successful  and  truly  useful  to  the  Congress. 

I  hope  that  we  may  have  your  help  in  this  important  effort  and  wish  to  express  my  personal  appreciation  in  advance  for 
your  assistance. 


Sincerely, 

W.  Michael  Blumenthal 
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DEPARTMENT  OF  THE  TREASURY 

WASHINGTON.  DC  20220 

NATIONAL  TREATMENT  STUDY  QUESTIONNAIRE 
Purpose  and  Instructions 

March  23,  1979 
Purpose  of  Questionnaire 

This  is  the  Questionnaire  concerning  the  treatment  of  U.S.  banks  abroad  that  was  promised  to  you  in  Secretary 
Blumenthal's  letter  of  March  21.  As  explained  in  that  letter,  the  International  Banking  Act  of  1978  expresses  Congress' 
interest  in  the  extent  to  which  "U.S.  banks  are  denied,  whether  by  law  or  by  practice,  national  treatment"  (i.e.,  equal 
competitive  opportunity)  and  requires  the  Secretary  of  the  Treasury  to  undertake  a  study  of  the  treatment  accorded  U.S. 
banks  abroad. 

This  Questionnaire  is  an  essential  part  of  the  overall  study  being  undertaken  for  Congress.  Its  purpose  is  to  gather 
information  about  possible  discrimination  against  US  banks  operating  abroad  arising  from  the  laws  and  practices  of 
foreign  nations 

Coverage  and  Composition  of  Questionnaire 

This  Questionnaire  is  being  sent  to  all  U.S.  banks  with  foreign  commercial  banking  operations.  Merchant  or  investment 
banking  is  not  covered  in  this  Questionnaire.  This  study  focuses  on  four  forms  of  US.  commercial  bank  operations 
abroad,  defined  as  follows: 

—  BRANCH  (direct  operation  under  U.S.  charter) 

—  SUBSIDIARY  (foreign  charter,  greater  than  50  percent  stock  interest) 

—  AFFILIATE  (foreign  charter,  10  to  50  percent  stock  interest) 

—  REPRESENTATIVE   OFFICE   (direct   representation,   but   no  actual   banking  business  or  deposit  taking 
transacted). 

This  Questionnaire  is  in  two  parts.  Part  I  deals  with  recent  attempts  at  foreign  entry  by  US.  banks,  and  desirable  locations 
for  future  entry.  Part  I  is  included  for  every  respondent.  Part  II  deals  with  actual  operating  experience  in  specific  countries, 
and  a  separate  Part  II  Questionnaire  is  included  for  each  host  nation  in  which  the  respondent  has  existing  branch, 
subsidiary,  or  affiliate  commercial  bank  operations.  Banks  will  not  receive  a  Part  II  for  countries  in  which  their  operations 
consist  exclusively  of  representative  offices 

With  regard  to  our  informational  requests,  we  wish  to  stress  that  it  is  in  the  best  interests  of  the  American  banking 
community  as  well  as  an  accurately  informed  public  service  to  obtain  as  much  information  as  possible  from  this 
Questionnaire.  Therefore  we  ask  your  fullest  possible  cooperation.  However,  this  Questionnaire  is  essentially  voluntary, 
and  It  is  not  our  wish  to  impose  onerous  reporting  tasks  upon  our  respondents.  While  most  of  the  Questionnaire  is 
designed  for  simple  check-off  answering,  we  do  ask  for  and  welcome  additional  comments  to  supplement  any  of  the 
points  covered.  These  will  be  most  useful  to  us  in  drawing  an  accurate  picture  of  foreign  conditions  and  documenting 
them.  However,  if  you  have  little  information  or  interest  in  providing  such  comments  on  an  individual  Part  II  country 
Questionnaire,  you  may  wish  to  omit  them. 

To  the  full  extent  that  we  can  do  so,  information  provided  herein  will  be  kept  confidential  to  the  maximum  extent 
permissible  by  law.  Aggregate  data  derived  from  the  report  will  not  be  published  in  a  manner  which  would  reveal  the 
names  or  activities  of  individual  banks 

Return  of  Questionnaires  and  Phone  Contacts 

Responses  should  be  returned  by  April  23,  1979  to  the  following  address; 

National  Treatment  Study 
Comptroller  of  the  Currency 
5th  Floor 

490  LEnfant  Plaza,  East,  S.W. 
Washington,  D.C.  20219 
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Should  you  have  any  questions  regarding  the  Questionnaire,  please  call  one  of  the  following  economists  at  the  Office  of 
the  Comptroller  of  the  Currency; 

Deborah  Allen  202-447-1927 

Philip  Hinson  202-447-1898 

Thank  you  for  your  cooperation. 


/s/ 

Steven  J,  Weiss 
Study  Director 


Part  I 

National  Treatment  Study  Questionnaire 

Desired  Entry  and  Exclusion 

Note:  Since  this  part  of  the  Questionnaire  requests  information  which  might  be  considered  sensitive  proprietary  material. 
there  is  no  provision  in  this  section  for  respondent  identification  (unlike  Part  II).  Respondents  wishing  to  retain  this 
anonymity  are  thus  asked  to  return  Parts  I  and  II  to  the  Comptroller's  Office  under  separate  cover. 

Please  list  in  Column  1  of  the  following  chart  those  countries  where 

—  your  organization  would  most  like  to  establish  commercial  bank  presence  but  has  been  unable  to  do  so;  oji 

—  your  organization  could  achieve  commercial  bank  entry,  but  not  in  the  preferred  organizational  form,  or 

—  your  organization  has  commercial  bank  presence,  but  not  in  the  preferred  organizational  form 

This  applies  to  all  nations  of  the  world  whether  U.S.  bank  entry  in  general  is  presently  allowed  or  not.  Countries  need  not  be 
ranked  according  to  any  particular  criteria  (e.g.,  desirability),  nor  is  it  necessary  to  use  all  twelve  spaces.  Alternative 
organizational  forms  for  foreign  commercial  bank  operations,  for  purposes  of  this  Questionnaire,  are: 

A.  Representative  office(s) 

B  Branch  office(s) 

C-  Subsidiary  Bank  (greater  than  50  percent  interest)— by  acquisition 

D  Subsidiary  Bank— de  novo 

E.  Affiliate  Bank  (10  to  50  percent  stock  interest)— by  acquisition 

F.  Affiliate  Bank— de  novo. 

Indicate  by  letter  code  in  Column  2  your  preferred  form  of  operation  in  each  country  listed.  Indicate  in  Column  3  whether 
your  organization  has  attempted  to  establish  commercial  bank  operations  in  the  country  within  the  last  five  years.  If  "yes" 
indicate  by  letter  code  in  Column  4  the  form  of  entry  attempted  and  briefly  describe  the  outcome  in  Column  5. 

The  reverse  side  of  Part  I  may  be  duplicated  and  filled  in  for  whatever  countries  you  would  care  to  comment  on.  Any  such 
comments  will  be  immediately  separated  from  the  balance  of  Part  I  upon  receipt  at  the  Qffice  of  the  Comptroller  so  that  no 
identification  by  deduction  can  be  made.  This  instruction  page  need  not  be  returned 
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(1) 

Country 

Preferred 

Organizational        m 
From 

Entry  actually 
attempted?  (yes     w 
or  no)                     ^ 

(4) 

T3 

U      Q_ 

E  £- 
o  c 

U-    CD 

(5) 

Outcome  and  comments 

1 

2. 

3. 

4. 

5. 

6. 

7 

8 

9, 

10. 

1 1. 

12. 

Additional  Comments  on  Desired  Entry,  Organizational  Form  and  Exclusion 

Name  of  Country 

1 ,  If  entry  was  attempted  but  unsuccessful,  indicate  wfiy. 


2.  If  no  attempt  was  made  in  a  country  where  entry  was  considered  desirable,  indicate  the  reason. 


3.  If  a  recent  (last  5  years)  attempt  was  successful  but  the  form  of  entry  was  not  the  desired  form,  indicate  the  reason. 


4.  If  your  organization  has  had  commercial  banking  presence  for  more  than  5  years  and  has  desired  to  change  the 
organizational  form  but  has  been  unable  to  do  so,  indicate  the  reason. 


Respondent 

PART  II 
National  Treatment  Study  Questionnaire 


Treatment  of  U.S.  Banks  in_ 


Please  check  the  following  information,  make  corrections  if  necessary,  and  add  dates  of  initial  entry  of 
acquisitions 

A         Number  of  direct  branches  (US.  charter,  directly  controlled  in  Country), 

Date  first  established — 


_B. Number  of  commercial  bank  SUBSIDIARIES  (foreign  charter,  greater  than  50 


percent  stock  interest)  in  Country 
Date  first  established 


_C         Number  of  commercial  bank  AFFILIATES  (foreign  charter,  10  to  50  percent  stock  interest)  in 
Country. 


Date  first  established. 


(2)  How  do  you  rate  the  overall  regulatory  climate  and  conditions  for  doing  business  in  the  country? 


-Favorable        Comment? 

_Fair 

.Difficult 

.Unfavorable 


(3)  Do  you  feel  that  your  bank  is  treated  fairly  in  this  country  relative  to: 

A.  Indigenous  banks  Yes No 

B.  Other  U.S.  banks  Yes No 

C-      Other  foreign  banks        Yes No 


(4)  If  you  answered  "No"  to  question  3A,  B,  or  C  above,  please  note  the  principal  reason(s)  for  your  answer(s) 


'This  inlormation  was  inserled  prior  to  mailing  the  questionnaires. 
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(A) 


(B) 


(C) 


(D) 


Within  the  last  5  years  have  your  banking  operations  in  the  country  been  restrained  by  actions  or  laws  of  the  host 
government  in  any  of  the  following  ways  A  through  P?  (Where  "yes",  please  check  the  appropriate  combination  of 
columns  I,  II,  III,  and  IV  to  indicate  the  source  of  restraint:  check  column  V  if  the  specific  restraint  results  in 
discrimination  against  you  vis  a  vis  indigenous  banks;  and  check  column  Vl  if  you  are  able  and  willing  to 
provide  documentation  of  the  specific  restraint.  If  column  I  or  II  is  checked,  please  use  the  citation  box  to  state  the 
pertinent  statute  or  regulation,  if  available.) 


Inability  to  establish  an  initial  branch  because  of; 
1    General  prohibition 

2.  High  capitalization  requirements 

3.  Lack  of  reciprocity 

4.  Other; 


Citation? 


Inability  to  establish  additional  branches  because  of; 

1 .  General  prohibition 

2.  High  capitalization  requirements 

3.  Lack  of  reciprocity 

4.  Other; 


Citation? 


Inability  to  acquire  majority  control  of  a  new  or  existing  bank 
because  of; 

1 .  Prohibition  of  foreign  ownership 

2.  Limitation  on  foreign  ownership 

3.  Lack  of  reciprocity 

4.  Other; 


Citation? 


Inability  to  acquire  10-50  percent  of  shares  in  a  new  or  existing 
commercial  bank  because  of; 

1 .  Prohibition  of  foreign  ownership  

2.  Limitation  on  foreign  ownership 

3    Lack  of  reciprocity 

4.  Other; . 


Citation? 

(E)         Restricted  ability  to  solicit  retail  deposits 
Citation? 


-  ^  o 

^  ^  o  ^ 

0)  -  w  < 

m  3  £    Q) 


§1 
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(G) 


(H) 


(1) 


(J) 


s 
-I 

Si 
w 

w 

c 
o 

O  CE 

Administrative  Prac- 
tices Failure  to                = 
Grant  Permits  or  to 
Tal<e  Ottier  Action 

IV 

w  < 

Q  o 

<5  c 

O    0) 

o  % 
3   ro 

V 

o 
ra 
c 
c 

o 

Cs 

VI 
a;  c- 

TD    c 
5   O 

If 
°  E 

C    <J 

ra  o 
O  Q 

Restrictions  on  ottier  sources  of  private  funding  (specify) 

Citation? 

Lending  restrictions: 

1 .  On  amount  loaned 

2.  Ceiling  or  prohibition  on  lending  

3,  Required  lending  to  specific  sectors 

4.  Required  loans  to  hiost  governments  

S    Other 

Citation? 

Liquidity  requirements  or  other  balance  sheet  ratio  constraints 
(please  specify) 

Citation? 

Lack  of  access  to  government  services,  facilities  or  funding: 
1 .  Deposit  insurance 

2.  Discount  window 

3.  Discount  window 

4.  Access  to  government  deposits  

5.  Access  to  subsidized  funds  for  export  financing 

fi    Other 

Citation';' 

Inability  to  provide  specific  services  (please  specify) 

Citation'^ 
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1 
s 

B 
3 

II 

c 
o 

otr 

Administrative  prac- 
tices: Failure  to             = 
Grant  Permits  or  to 
Take  Other  Action 

IV 

8| 

0  (1) 

1  1 

V 

o 

1 
o 

5 

V 

a>  r 
x>  c 
>  o 

o  - 

°  E 

(K)         Onerous  reporting  or  examination  requirements 

(L)         Foreign  exchange  controls  

(M)        Restrictions  on  repatriation  of  funds  or  profits 

(N)         Availability  of  alien  work  permits  or  ottier  restraints  on  staffing  by 
US  nationals 

(0)         Profiibitive  tax  treatment  (please  specify) 

(P)         Restrictions  or  restraints  not  specified  above  (please  specify) 

(6) 


Do  restrictions  on  transborder  data  flows,  or  data  disclosure  or  data  protection  laws  inhibit  your  operations? 
(Please  specify) 


(7) 


(A)  Please  list  one  or  a  few  of  tfie  restraints  listed  in  A  through  P  of  the  previous  question  which  you  consider  to 
be  most  deletenous  to  your  banking  operations  in  this  country  and  indicate  the  major  types  of  effects  you 
ascribe  to  each: 


Restraint 


Effect 


Rate  of 

return  on 

lending 

reduced 

Volume 
of  lending 
reduced 

Cost  of 
funds 
raised 

Other 
costs 
raised 

Other- 
specify 
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If  any  of  tfiese  restrictions  have  caused  problems  in  your  funding  procedures  or  limited  your  ability  to 
provide  certain  services  please  indicate  what  your  response  has  been.  (Be  sure  to  specify  restriction(s) 
involved). 


(8)  To  your  knowledge,  have  bilateral  treaties  on  taxation  and  friendship,  commerce  and  navigation,  or  OECD 
member  country  investment  commitments  in  that  organization  been  utilized  in  negotiations  or  litigation  to 
alleviate  national  treatment  problems?  (please  specify) 


(9)  Has  lack  of  national  treatment  abroad  impeded  your  ability  to  finance  U  S.  exports  to  this  host  country?  (Please 

comment). 


(10)        What  advantages,  if  any,  does  your  bank  enjoy  in  this  country 
A,      Relative  to  its  operations  in  the  United  States(? 


B.      Relative  to  indigenous  banks? 

Name  and  phone  number  of  respondent  to  be  contacted  if  necessary 
(Please  print) 


Any  comments  which  you  might  wish  to  make  anonymously  may  be  forwarded  under  separate  cover  to:  The  Office  of  the 
Comptroller  of  the  Currency,  National  Treatment  Study,  5th  Floor,  490  L'Enfant  Plaza,  S.W.,  Washington,  DC.  20219 

Thank  you  for  your  cooperation. 
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